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Foresight... 


In the minds of most people is the hope that at some 
time they will attain a measure of financial independence. 
Too often this attainment is left to accident or luck. 
Neither is satisfactory ... neither is sound. 


Experience shows that the only sure way of reaching 
this position is by a sound plan of investment... a plan 
designed for the investor’s own requirements, plus the 
courage and foresight to carry it out. 


Those who have shared in Canada’s almost spectacular 
growth in recent years have been well rewarded. There is 
ample evidence that this growth will continue as Canada 
maintains its place as an important supplier of many of 
the world’s needs. Foresight today, through carefully 
planned investment, can help you share in this growth 
and help you reach the measure of financial independence 


you want. 


There is no universal investment programme. Whether 
for a large amount or for a moderate amount, an invest- 
ment programme should be carefully planned to meet 
your personal requirements. This is where we can 
assist you. 

We shall be happy to help you plan a programme .. . 
without obligation to you of course. Just come in to any 
of our offices ... or drop us a line. 


A. E. Ames & Co. 


Limited 
Business Established 1889 
TORONTO MONTREAL NEW YORK LONDON, ENG. VANCOUVER 


VICTORIA WINNIPEG CALGARY LONDON HAMILTON OTTAWA 
KITCHENER ST. CATHARINES OWEN SOUND QUEBEC BOSTON, MASS. 
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How AUTOMATIC can you get? 


The fact is, figurework has never been more auto- 
matic than with this 88N Monro-Matic®, the 
world’s most automatic calculator. It does several 
problems simultaneously... actually adds as it 
multiplies ... adds as it divides, and stores indi- 
vidual answers. The Monroe 88N Calculator 
puts figurework automation right on your desk. 


In every figuring line... adding, calculating, 
accounting, data processing... Monroe has 
recently developed new advanced machines to 
help you figure faster... more automatically. 


Your local Man from Monroe is an objective 
figure analyst, representing the most complete 
line ot business figuring machines. He offers nei- 
ther more nor less machine than you need to per- 
form your figurework most efficiently. 


Monroe Calculating Machine Company of 
Canada, Ltd., Toronto. Offices throughout ‘a 


Canada. 
See the MAN from MON ROE 


for CALCULATING 
ADDING 
ACCOUNTING 


BATA PROCESSING MACHINES 
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Sooner or later all members of 
team will be called on for advice 
and counsel. 
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ly business or a private company 
is concerned. 


National Trust Co. is always ready 
to co-operate by drawing on a vast 
ee een eae a 
Our trust officers will be glad to 
contribute at any time to discussions 
on this important subject. 


20 KING STREET EAST, TORONTO, ONTARIO 





Montreal Hamilton Winnipeg 
Calgary Vancouver Victoria 


You will find, in our Com- on trade, industry and finance, 
mercial Letter, a quick but ac- authoritative articles on special 
curate survey of current com- aspects of Canada’s economy. 

mercial activities in Canada, a Your local manager will gladly 


concise review of foreign trade place your name on our mail- 
developments, the latest statistics img list, or just write to: 


THE CANADIAN BANK OF COMMERCE 


HEAD OFFICE 


e TORONTO B-757 
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J. G. K. STRATHY, O.B.E. (page 107) 
The day to day reports of activi- 
ties on the stock exchanges are a reg- 
ular feature in our daily newspapers. 
Each rise or fall brings speculation on 
the stability of the market and is the 
subject of a variety of investment 
letters and market analyses. In “The 
Stock Exchange, its Origin and Func- 
tions in the Economy”, James G. K. 
Strathy brings to our readers a real- 
istic approach as to how the exchange, 
through its many channels, con- 
tributes ‘te and facilitates in the flow 
of capital into new industry and the 
development of natural resources. He 
deals also with the difference between 
primary and secondary financing as 
applied to stock exchange procedure, 
a subject on which little has been 
written heretofore. Recently a new 
ruling went into effect on the Toron- 
to Stock Exchange that will require 
“full, true and plain disclosure” of 
the facts surrounding any material 
change in the affairs of certain com- 
panies. Most of the companies which 
will be required to file specific re- 
ports on material changes in their af- 
fairs are mining and oil firms. The 
new ruling applies to approximately 
850 of over 1,100 companies whose 
shares are listed on the exchange. 


Mr. Strathy is chairman of the 
Board of Governors of the Toronto 
Stock Exchange and a fifth genera- 
tion Canadian whose family has been 
interested in the law and stock brok- 
erage business since the early 1800's. 
A keen student of finance, he joined 
Dominion Securities Corporation Lim- 
ited in 1927 and is now vice-president 


and director of the firm. He has been 
a member of the Toronto Stock Ex- 
change for the past 20 years. 

This is the first of a series of articles 
to be published this year on various 
aspects of the investment business in 
Canada. The final article will appear 
in October when the entire series will 
be available as a brochure. 


H. H. STIKEMAN, Q.C. (page 114) 

Nine years ago Canada’s Income 
Tax Appeal Board came into exist- 
ence. The intervening years have been 
full ones and, in writing about the 
Board’s accomplishments in “The In- 
come Tax Appeal Board — Court and 
Confessional”, Heward H. Stikeman 
reviews some of the more significant 
aspects of its work that bear on Can- 
adian business and individual tax law. 
The author presents some interesting 
evidence to show that the Board rep- 
resents a Court in the finest tradition 
of the Canadian judiciary and has 
built up a body of tax law that is, for 
the most part, Canadian instead of 
relying on English judgments which, 
to a very great degree, was the case 
before the Board's creation. 

Mr. Stikeman was formerly Assist- 
ant Deputy Minister of the Taxation 
Division, Department of National 
Revenue and, on leaving the De- 
partment in 1945, became counsel to 
a special committee of the Senate 
formed to investigate the administra- 
tion of taxation, the state of the tax 
law and to make recommendations as 
to its improvement. The committee’s 


report resulted in the bringing into ~ 


existence of the Income Tax Appeal 
Board. In 1952 he formed the Mont- 
real firm of Stikeman & Elliott and 
practises as tax and corporate coun- 
sel. He is well known as the author 
and editor of a number of books on 
taxation and contributes frequently to 
legal and accounting publications. 


Continued on page 94 








~ 


What writes 


100 times 


faster than AO 
this... “@F and never 
f makes 
a mistake? 





The answer is A-M business machines. They do repetitive writing at 
100 and more times the speed of manual copying and do it with 100% 
accuracy. But that’s only the beginning of how A-M contributes to 
efficiency in office and industry through modern business systems. 

You can help your clients to cut clerical costs and achieve increased 
accuracy, control and speed through acquainting yourself with the many 
innovations introduced by A-M business systems. Payroll, bills of material, 
purchasing and receiving records, order invoicing, billing and collecting, 
are only a few of the many jobs which A-M systems have brought to a 
new peak of efficiency. 

A-M has been in the forefront in developing office automation. It has 
pioneered equipment which makes possible an entirely new concept of 
speed and accuracy in specialized business procedures. 
Addressograph-Multigraph is anxious to keep you informed about new 
developments in office systems, and to make available its long experience. 
Our systems’ experts are always happy to work with you on practical, 
economical solutions to specific client problems, and to make concrete 
recommendations. 


Production Machines for Business Records —-MAIL THIS COUPON TODAY --4 
ADDRESSOGRAPH-MULTIGRAPH OF CANADA LT... 


Addressograph- tines, tom 


| 
| 
‘ Gentiemen: | 
e Please place my name on your mailing list to receive | 
U tig Td IP bulletins on new developments in business systems. j 
Sadan chultvabs «ccaccesues syVG es sdlewencue | 
ee 
of Canada Limited INS cis stetatecnnnctecniierscatens | 
DOM 66 cv ccersescseseepeccadesoenssese cerns 
MPU Reus ccaveateseeeeeeaw ae PROV 6c'cccicccess | 


Branches throughout Canada 









memo to accountants: 





When your client has his Work- 

ing Capital frozen in accounts 
receivable his business is 
hampered. 





Slow payments add to his prob- 
lems and his profits are fur- 
ther diminished by bad debts. 






You may serve his interests by 
suggesting a solution through 
factortng. 


FACTORING 


Puts the business on a cash basis 
by paying cash for accounts 
receivable the day goods are 
shipped. 














Keeps working capital working. 





Eliminates collection problems, 
slow payments and bad debts. 






write for our free booklet 
“Credit Risks and Frozen 
Accounts” 







CANADIAN 
FACTORS 


CORPORATION LIMITED 
423 MAYOR ST. MONTREAL 2 






Continued from pege 92 
JOHN G. W. SHAVE (page 131) 

How many Canadian businesses 
failed during the first nine months of 
1957? What was the cause of their 
failure? Why, during a period of 
“good times”, should failure figures in- 
crease? The answers to these and 
other allied questions are to be found 
in “A Look at Commercial Failures 
in Canada” by John G. W. Shave. 
The article reports on Canadian fail- 
ures by divisions of industry and by 
provinces and compares 1957 figures 
with those of 1956. Dun and Brad- 
street are nationally known as gather- 
ers of failure data and have been in- 
volved in this work for the past 100 
years. 

Mr. Shave is general manager of 
Dun and Bradstreet of Canada Lim- 
ited. He joined the firm in 1933 and 
has been associated with its offices at 
Boston, Quebec, Winnipeg, Chicago, 
Buffalo and Montreal. He was ap- 
pointed district manager at Montreal 
in 1954 and took over his present 
post early in 1957. 


A. J. E. CHILD (page 137) 

In “Accounting in a Wholesale 
Branch”, Arthur J. E. Child examines 
the accounting ures to be 
found in a wholesale branch and out- 
lines the maximum requirements. Ob- 
viously, where the nature of the busi- 
ness lends itself to the performance 
of clerical functions at the head office 
or controlling plant, less accounting 
will be needed in the local branch. 
On this basis, organization can be 
scaled down to fit any particular situa- 
tion. 

Mr. Child joined Canada Packers 
Limited in 1931 and became financial 
vice-president in 1952. He is a mem- 
ber of the Finance Planning Council, 
American Management Association 
and a past president of the Institute 








—_ 


of Internal Auditors. He is co-author 
of “Internal Control Against Fraud 
and Waste” and has contributed many 
articles to business and professional 


journals. 


E. A. JARRETT, F.C.A., (page 121) 

The average doctor is a busy man 
who knows little about keeping ac- 
counts and may not be very good at 
keeping his financial records in order. 
Yet his success can depend to a con- 
siderable degree on the attention 
given to the financial side of his busi- 
ness. In “Accounting for the Medical 
Practitioner”, Edwin A. Jarrett draws 
upon 25 years’ consulting experience 
with members of the medical profes- 
sion. In addition to dealing with 
actual record-keeping, the author out- 
lines some of the advantages to be 
gained by partnership agreements 
and the clinic type of operation. 

Mr. Jarrett is a partner in the firm 
of Glendinning, Jarrett & Campbell, 
which he helped to form in 1932. He 
has been a member of the Institute 
of Chartered Accountants of Ontario 
for 34 years and was elected a Fellow 
of the Institute in 1950. Active in 
municipal research, he was, for 5 
years, president of the Bureau of 
Municipal Research. He is keenly 
interested in community work and is 
a vice-president of the Boy Scouts As- 
sociation of the greater Toronto 


region. 


JOHN B. WIGHT, C.A. (page 143) 
When more than 1600 accountants 
from some 40 countries meet under 
one roof, and when 70 national ac- 
counting bodies are represented, there 
must be many things sufficiently 
newsworthy to report. That is why 
The Canadian Chartered Accountant 
has been carrying reports during the 


Continued on page 96 
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PAY LESS 
INCOME TAX 


while you build 
greater financial 
security through 


“PERSONAL 
RETIREMENT 
PLAN’’ 


MAF — Mutual Accumulating Fund 
~ is Canada’s first and largest Com- 
pound Cumulative Mutual Fund 
investing in a select list of Canadian 
“growth” companies. 


MAIL THIS ADVERTISEMENT with your name and 
address to the nearest investment Dealer listed 
below. He will send you full particulars on ‘the 
“Personal Retirement Plan” and. how investments 
therein may be made in lump sums or under the 
convenient Estate Plan with scheduled payments 
as low as $12.50 per month. 


F. J. BRENNAN & COMPANY (N.S) LTD 
481 Barrington St. - - Halifax 


F. 3. BRENNAN & COMPANY LTD. 
85 Prince William - Saint John 


STANBURY & COMPANY LIMITED 


92 Prince William - Saint John 
180 Hollis St. - - - Halifax 
McCUAIG BROS. & CO. LTD 

276 St. James St. Ww. : Montreal 
46 Elgin St. - - Ottawa 
R. A. DALY & COMPANY LW. 

2237 Yonge St. - - Toronto 
44 King St. W. - - - Toronto 
38 PeterSt.S. - - - - Orillia 
137 Lochiel St. - - - - Sarnia 
preg ap ee a a 

in & Portage innii 

1727 -Scarth St. - - - Regus 
302 C.P.R. Bldg. Saskatoon 
aa 8th Ave. W. - - - Calgary 
525 Seymour St. - - Vancouver 


- Vancouver 








* WAYS 
& MEANS 
TO SOLVE 
SYSTEMS 
PROBLEMS 


See not — but_ all i of 

, supplies ot Fay ment — 
Grand & Toy carries th ! Write, 
Se gage = 
- t our Systems Department — 





Bist Loe mh 


OFFICE SUPPLIES ~ PRINTING - 





BUSINESS FURNITURE 


6-14 Wellington W. - 332 Bay - 115 Yonge 
85 Bloor E. - Lawrence Plaza - Eglinton Sq. 
TORONTO 


“The Centre’ HAMILTON 


$25,000 


LIFE INSURANCE 


(20-year convertible reducing 
term insurance) 


ANNUAL PREMIUMS 


Age 30-$59.95 Age 40-$111.23 
Age 35-$79.10 Age 45-$173.23 


& 


REUBEN SCHAFER 
Representing Occidental Life 
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past months on the business proceed- 
ings at the Seventh International Con- 
gress of Accountants held last Sep- 
tember in Amsterdam. At the final 
session, the delicate and important 
subject of “Ascertainment of Profit in 
Business” was discussed based on six 
papers submitted by delegates from 
the United States, United Kingdom, 
Austria, Belgium, Denmark and Hol- 
land. 


The editors asked John B. Wight 
to review the various papers and his 
summary appears in this issue. A 
graduate of McGill University, the 
author obtained his certificate in char- 
tered accountancy in 1950 while with 
Creak, Cushing & Hodgson, Montreal. 
Three years later he joined P. S. Ross 
& Sons and, in 1957, was admitted to 
partnership in the firm’s Montreal 
office. 


EDITORIAL (page 105) 


Those of our readers who are par- 
ticularly interested in the way that in- 
dustrial and commercial corporations 
disclose information in their financial 
statements will want to turn to “Notes 
to Financial Statements”, this month’s 
editorial by Walter J. Macdonald, 
F.C.A. “Notes fall into two main cate- 
gories”, says Mr. Macdonald, “those 
which are of prime necessity to ade- 
quate disclosure and those which as- 
sist in interpretation and which con- 
tribute to adequate disclosure”. The 
author goes on to explain the effect- 
iveness of each and supports the re- 
commendations on standards of dis- 
closure in financial statements which 
are set out in the Canadian Institute’s 
Bulletin No. 14. A fuller discussion on 


this subject appeared in Accounting 


Research (CCA, November 1957). 


Mr. Macdonald is a past president 
of the Canadian Institute of Charter- 
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(fast and economical,too) 


Noted for its speed, accuracy and resulting cost savings, 
the Burroughs Sensimatic can take on any assignment in 
your accounting system and whip through it on the double. 


Secret of this proved mastery is the exclusive sensing 
panel that makes the Sensimatic the most versatile 
accounting machine you can buy. Just a flick of the knob 
gives you a choice of four jobs. And your Sensimatic auto- 
matically zips through the chosen procedure, makes 
decisions for the operator, sharply reduces any chance of 
mistake. To handle more jobs, you just insert another 
of the interchangeable sensing panels. 


Because the Sensimatic is so fast, so error-free, it quickly 
pays for itself in time and effort saved. And there’s no 
obsolescence. To change your accounting system, you 
merely change sensing panels. That’s all. 


For a complete—a convincing—demonstration, see the 
Sensimatic in action at our nearby branch. Six series, 
2 to 19 totals, to choose from. Burroughs Adding 
Machine of Canada, Limited. Factory at Windsor, Ont. 


‘Burroughs’ and ‘Sensimatic’—TM’s. 
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CHIEF ACCOUNTANT 


To handle all accounting opera- 
tions of McMaster University. 


Opportunity for advancement. 


Preferred age 30-35, with uni- 
versity degree an important 
consideration, though net essen- 
tial. 


Applications should be address- 
ed to the Bursar, McMaster 
University, Hamilton, Ontario, 
stating education, experience, 
qualifications, references, and 
salary required. 
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ed Accountants and senior partner in 
Canada for Deloitte, Plender, Haskins 
& Sells. He is chairman of the C.I.C.A. 
Committee on Cooperation with 
Other Accounting Bodies and has 
served on the Institute’s Committee 
on Accounting and Auditing Re- 
search. From 1946 to 1957, he repre- 
sented the Provinces of Manitoba and 
Saskatchewan on freight rate cases. 
During World War II, he served for 
a short period as controller, Depart- 
ment of National Defence for Air. He 
is at present chairman of the Business 
Advisory Council for the Province of 
Manitoba and a member of the Royal 
Commission on Flood Cost Benefit. 
He joined the Institute of Chartered 
Accountants of Manitoba in 1915 and 
was admitted a Fellow of the In- 
stitute in 1944. 


Fourth Summer School in Accountancy 
McGILL UNIVERSITY, MONTREAL 
July 7 through August 1, 1958 


Students preparing for their examinations are again offered a 
four weeks period of intensive study of Accounting and Auditing 
principles and practice. Residence on the campus will be an essen- 
tial requirement to enable students to share fully in this brief ex- 


perience of university life. 


Tuition will be offered in each of the Intermediate and Final 
fields of study for the C.A. or similar accountancy examinations. 
In each case the published C.A. syllabus will be followed. Classes 
will be held, Monday through Friday, from 9 to 12 noon and from 
2to5 p.m. The week-ends will be left free. 

The school will be directed by Kenneth F. Byrd, M.A., B.Sc. 
(Econ.), C.A., Professor of Accountancy, and members of the 
School of Commerce or visiting professors will participate in the 


lecturing. 


Prompt application for further details should be made to the 
School of Commerce, Summer School in Accountancy, McGill 


University, Montreal. 





- a special report 
on how your type 
of business needs 
Apece Aute-Stat 


copying 


The ’57 DIAL*—all purpose “desk-top” copy maker 


Copy Anything 


with (magic touch dial control 


Delivered with lifetime 
service guarantee. 
*Just turn 
i J the dial— 
Style by i get a copy 


Chas. E. Jones 
Automatically makes all 
adjustments to copy anything 


Stat “makes instant photo-copies 
of anything—right in your own office! 


Tie new, all-electric Apeco Dial-A-Matic Auto-Stat makes 
clear, bright, sharp, black on white copies—with ease. Magic 
Touch dial control assures perfect copies every time. The Apeco 
Auto-Stat is handsome, lightweight, compact. Copies any orig- 
inal up to 15” wide, any length or color on opaque or trans- 
parent paper—printed on one or both sides. Offers hundreds 
of time and money saving uses. Budget priced. 


Send for this 


NEW FREE BOOK 
and SPECIAL REPORT! 


Apeco of Canada Lid., 134 Park Lawn Rd., Toronto, Ont. 


Without obligation, rush me your new FREE book on the 
1957 Apeco Auto-Stat plus special report on how my 
business can use it. CCA-18 


Company__________Type of business__._ 
Pe 
ee Province___ 


Individual 
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Education Conference 


To focus attention on the objectives 
and needs of education in Canada in 
the next decade, a Canadian Confer- 
ence on Education will be held in 
Ottawa from February 17 to 20. 
Sponsors are 19 leading organizations 
of businessmen as well as educators, 
including the Canadian Manufactur- 
ers Association, the Canadian Cham- 
ber of Commerce and the Canadian 
Labour Congress. Delegates from 
the C.I.C.A. will be H. C. Dell, chair- 
man of the Committee on Education 
and Examinations of the Provincial 
Institutes, and E. Michael Howarth, 
C.I.C.A. executive secretary. 


Permanent Mailing List 

The opportunity to be placed on 
a permanent mailing list to receive 
C.I.C.A. publications is now extended 
to all members of the Canadian In- 
stitute, whether in practice, industry, 
government service or the universi- 
ties. Those on the list are automatic- 
ally sent all C.I.C.A. publications as 
issued (approximately three a year) 
and thus are saved the trouble of hav- 
ing to place separate orders each time 
one comes out. Further information 
and forms may be obtained from the 
Canadian Institute office, 69 Bloor 
Street East, Toronto 5. 


“Financial Reporting in Canada, 1957” 

Favourably reviewed in many 
quarters, the second edition of “Fi- 
nancial Reporting in Canada” is also 
meeting wide interest in the business 
world. This book presents the results 


of studies of the annual reports of 
more than 300 Canadian companies 
for the 4-year period 1953 to 1956 in- 
clusive. Its scope has been broad- 
ened over the first edition to include 
several new tabulations and a more 
extensive commentary. Price to mem- 
bers is $4.00 a copy, to others $5.00. 


President’s Western Visit 


C.I.C.A. president James A. de La- 
lanne visited officers and Council 
members of the western Provincial 
Institutes during a 3-week tour last 
month. Included in his _ itinerary 
were Edmonton, Calgary, Vancouver, 
Saskatoon, Regina and Winnipeg. In 
Vancouver he attended the convoca- 
tion of the B.C. Institute and con- 
ferred an honorary membership of 
that Institute on Professor E. D. Mac- 
Phee, Dean of the Faculty of Com- 
merce and Business Administration. 
University of British Columbia. 


Annual Conference 1958 

Time and place for the 1958 annual 
conference of the Canadian Institute 
will be Monday, September 15 to 
Wednesday, September 17 at the 
new Queen Elizabeth Hotel, Mont- 
real. 


Practical Answers 

A new book entitled “Practical Ap- 
plications of Accounting Standards” 
has been written by Carman G. 
Blough, director of research of the 
American Institute of Certified Pub- 
lic Accountants. Based on a decade 


of comment appearing in Mr. 
Continued on page 102 
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“*Friden certainly keeps figures right up to date!” 


All automatic Friden calculators clear automatically after 
each calculation! When you’re working for speed, accuracy and 
more and more profits, work with a Friden. Payrolls, inventory, 
invoices — whatever your calculating problem, there’s an automatic 
Friden calculator for the job. No need to check the Friden’s keyboard, 
no chance of old answers being left to throw you off. And no 
wasted time positioning the carriage—it re-positions automatically ! 
Save time—and money. See this for 
yourself: Friden does more opera- 
tions without operator decisions than 
any automatic calculator. 


FIGURES FASTER 





es 







Learn more about the time-saving 
Friden—( priced much lower than 
you'd think !) Write or phone 
for a remarkable 15-minute 
demonstration. No obligation 

of course. 


Sales and Service across Canada 





JOSEPH McDOWELL SALES LTD., CANADIAN DISTRIBUTORS, 992 BAY ST., TORONTO 


101 








James A. de Lalanne is greeted by the 
President of Chile, Carlos Ibinez del 
Campo, at a reception for delegates to the 
4th Inter-American Conference on Ac- 
counting held in Santiago in November. 
As president of the C.IL.C.A., Mr. de La- 
lanne represented the Canadian accounting 
profession at the conference. 


Continued from page 100 

Blough’s “Accounting and Auditing” 
column in The Journal of Account- 
ancy, this 480-page book deals only 
with practical auditing and account- 
ing questions which have been re- 
ferred to him for his advice. It is 
available at $6.00 from the American 
Institute, 270 Madison Ave., New 
York 16, N.Y. 


Learned with Regret 

~We regret to report the news of 
the death of Mr. Ronald Staples, 
editor-in-chief of The Accountant, in 
London on December 5, 1957. Mr. 


Staples founded the weekly maga- 
zine Taxation in 1927 and was its edi- 
tor for 30 years. He was also man- 
aging editor of Gee & Company 
(Publishers) Limited. It was through 
his suggestion that The Accountant 
annual awards were instituted in 
1954. 


Australian Conference 

An Australian Convention of Ac- 
countants is being arranged by the 
Australian Society of Accountants to 
take place in Sydney, New South 
Wales, on May 5-8, 1958. Any mem- 
bers of the C.I.C.A. who may be in 
Australia at that time are cordially 
invited to attend this conference. 


In the News 

T. Lowe Fercuson, of Brussels, 
Belgium, a member of the Quebec 
Institute and a partner of Price 
Waterhouse & Company for more 
than 25 years, has been appointed 
a Commander of the Most Excellent 
Order of the British Empire by Her 
Majesty the Queen. 

Gorpon E. Grunpy, of the Ontario 
Institute, has been elected president 
of Studebaker-Packard of Canada 
Limited, Hamilton. 

Crem L. Kinc, a member of the 
Ontario Institute and former execu- 
tive secretary of the C.I.C.A., has 
been elected president of the Can- 
adian Cancer Society, Ontario di- 
vision. 


A complete real estate service 
to Canadian businessmen... 


W. H. Bosley & Co. 


Somerset House/27 Wellesley St. E., Toronto WA 4-2533 
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When your clients ship, title passes, 
and their credit risk begins 


At the time of shipping, your clients create an account receivable.., 
and unless they have credit insurance... their insurance protection 
ceases. They lose control of the asset because title of the merchandise 
has passed. It is sound to insure while they own it. It is equally sound 
to insure when their customer owns it, and owes them for it. Aggressive 
executives, through American Credit Insurance, continue protection 
of working capital and profit invested in receivables. It is an important 
tool for constructive credit management. Our booklet on the many 
ways credit insurance contributes to financial security and sales 
progress should interest you. Write AMERICAN CREDIT INDEMNITY 
ComPANy of New York, Dept. 61, Montreal, Quebec, Sherbrooke, 
Toronto, Hamilton, Woodstock or Vancouver. 


Protecting capital and profit invested in 
accounts receivable is the primary function 


f American 
Credit Insurance 


ANY ACCOUNT... NO MATTER HOW GOOD... IS BETTER WITH ACI 
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Capital for Industry 


Providing capital funds for growing Canadian industries 
is an essential service performed by the corporate under- 
writer. Our underwriting department has been closely 
associated with the growth and expansion of the Can- 
adian economy over the past thirty years and has origin- 
ated and participated in numerous representative issues 
of corporate securities. 


Our services are always available without obligation 
to members of the accounting profession 


Gairdner & Company Limited 


820 Bay Street, Toronto 
EMpire 6-6833 


Montreal Kingston Quebec Calgary Vancouver 
Hamilton Kitchener London Edmonton Winnipeg 
New York 


RETIREMENT SAVINGS PLANS 


FOR PROFESSIONAL MEN AND OTHER SELF-EMPLOYED PERSONS 


Canada Permanent offers a choice of one 
or a combination of the following plans: 


GUARANTEED PLAN ® FIXED INCOME PLAN ® EQUITY PLAN 


A booklet giving full information is available from 
the Head Office or any Branch Office. 


THE CANADA PERMANENT 
TRUST COMPANY 


HEAD OFFICE: 320 BAY STREET, TORONTO 


Halifax - Saint John - Montreal - Port Hope - Toronto - Hamilton - Brantford 
Woodstock - Winnipeg - Regina - Edmonton - Vancouver - Victoria 
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Editorial 


NOTES TO FINANCIAL STATEMENTS 


THERE HAS BEEN an increasing tendency to amplify, through the use 
of notes, the wording in financial statements prescnted to share- 
holders, investors, regulatory bodies and to the public generally. The 
profession has felt, for several years, the need for some revision in the 
statutory requirements, and the most recently amended Companies 
Act, that of the Province of Ontario, offers a desirable pattern of 
minimum disclosure. 

There are those who hold the view that notes can be overdone 
and that pertinent important information may sink into obscurity 
when surrounded by extensive notes on matters not of importance 
to the average reader. Others, however, wish to make available, for 
the benefit of financial analysts, more than the minimum require- 
ments and find that the use of notes is a satisfactory medium. 

Notes are supplementary to, although an integral part of, finan- 
cial statements. This premise brings under review the content of the 
note and the question whether the proper place for disclosure of a 
material fact is on the face of the statement or by way of an explan- 
atory note. Basically, it would appear that the wording on the face 
of the statement should be as complete as possible to convey to the 
casual reader the full import of the statements, while the financial 
analyst will be free to pursue the matter in the appended notes, 
although, in some cases, the use of notes may remove the necessity 
for lengthy statement headings and explanations which would have a 
tendency to confuse the reader. However, the material facts in the 
main statements should be readily understood and not be relegated to 
the subordinate position of a note. 

In considering an appended note, the auditor must exercise his 
judgment in several respects: first, as to the significance of the dis- 
closure itself, including its materiality in dollars in terms of the state- 
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ments as a whole; secondly, as to whether or not the fact under review 
calls for a qualification of the opinion paragraph in the auditor’s re- 
port; thirdly, as to whether adequate initial disclosure has been made 
on the fact of the statements themselves; finally, whether the com- 
bined effect of statement wording plus the note is a fair, adequate and 
understandable presentation of the fact under review. 

Generally, notes fall into two main categories: those which are 
of prime necessity to adequate disclosure and those which assist in 
interpretation and which contribute to adequate disclosure. 

Such matters as special purpose notes would appear to fall in the 
first category, e.g. under trust deeds or under securities regulations, 
the nature and extent of contingent liabilities, impending major ex- 
penditures or commitments of an abnormal character for current or 
for capital account, notes discounted with recourse to the endorser, 
loan guarantees on behalf of others, arrears of cumulative preference 
dividends, tax and other litigation in process and treatment of de- 
ferred tax liability. 

In the second category, one might mention amplification of the 
valuation and depreciation practices relating to fixed assets, the 
basis of inventory valuation, if that happens to be of a complicated 
nature, and details of the security hypothecated against borrowings. 

In some cases, the requirements of regulatory bodies, such as 
the various Securities Commissions, can be met by the use of notes. 
One example would arise where management has signed a large 
capital contract subsequent to the close of its fiscal year. A second 
might be in the case of a company which is negotiating a merger 
with another company, a spin-off, or an acquisition of a subsidiary 
which, if disclosed, might affect the judgment of an interested party 
as to the true position of the company at date of reporting. Cases 
such as these impose a strain on the judgment of the company 
officials and a corresponding strain on the judgment of the auditor. 
This is particularly true in cases where disclosure or non-disclosure 
equally may come under attack when the happening does (or does 
not) materialize and become public. 

One cannot leave the question of footnotes without some observa- 
tions on the difficulty of dividing the significant from the insignificant. 
One obvious implication is that facts which are not too material 
should be omitted from the notes although, if desired, they should 
be included in the report of management submitted with the financial 
statements. Disclosure initially is the responsibility of management 
and, finally, of the auditor, and notes may be a useful medium to full, 
fair and adequate disclosure. However, faced with a potential quali- 
fication in the certificate, neither management nor the auditor can 
evade responsibility through a footnote. 








The Stock Exchange - Its Origin and 
Function in the Economy 


J. G. K. STRATHY, OBE. 


Topay’s stock exchange, with all its 
highly complex machinery of opera- 
tion, is merely the modern method of 
satisfying a need which was present 
when history began — the services of 
a market place. 

Even the earliest of civilizations 
found the market a practical neces- 
sity of community life and was aware 
that the extent of its power and well- 
being depended upon the scope and 
organization of such institutions. 

The purpose of a market, then as 
now, can be stated simply. It is 
formed to bring many buyers and sell- 
ers together in the belief that com- 
petition produces a fairer price than 
that which could be achieved other- 
wise through any haphazard individ- 
ualistic bargaining. From that fol- 
lows logically, that the greater the 
market, the greater the opportunity 
to obtain equitable, truly representa- 
tive values for any commodity. 


Markets of History 

That principle founded the great 
medieval fairs of Europe. These fairs 
were held intermittently at first, but 
gradually as their worth became 
proven, they developed into perma- 
nent auction markets. 

In the course of time, the more 


experienced traders banded together 
and formulated rules and procedures 
for trading, thus evolving a system 
which allowed a great forward step 
in marketing. Up to that time, the 
original markets had dealt in goods 
actually brought into the market 
places. But with the traders band- 
ing themselves together, the higher 
organization permitted quantitative 
and qualitative grading and a stand- 
ardization of practices. 


From these developments, trading 
evolved in a form of scrip which rep- 
resented the goods themselves, there- 
by avoiding the necessity of bringing 
the goods physically into the market 
place. In addition, the scrip, issued 
by reputable traders, soon became an 
easily negotiable letter of credit. Act- 
ually today’s stock certificate is an ex- 
tension of this device, in that it rep- 
resents ownership in a form which has 
the virtue of easy legal transference 
from one individual to another ac- 
cording to necessity or desire. 

With the coming of a higher or- 
ganization of market places, regulat- 
ed by permanent traders, there grad- 
ually evolved the old bourses of 
Europe. At first these dealt in 
commodities but they rapidly chang- 
ed into stock exchanges when the de- 
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vice of the mcorporation of compan- 
ies and the issuance of shares was in- 
vented, 

To this invention, the civilization of 
the last couple of centuries is indebt- 
ed to an extent that is rarely appre- 
ciated. Without it, it is highly 
doubtful ff today’s living standards, 
maintained by the modern industrial 
complex, would have been possible. 
Originally the economy was sus- 
tained by goods produced by single 
individuals whose expansion require- 
ments were supplied by either their 
own earnings or the taking in of part- 
ners. 

But as the industrial expansion and 
growth of population continued, this 
simple partnership idea proved too 
rigid and inelastic to cope with the 
conditions. Further, the partnership 
in itself implied responsibility and an 
even greater liability in that it did not 
allow a partner to liquidate his hold- 
ings without disrupting the firm. 

Incorporated companies with stock 
ownership provided the answer. In- 
dustry was then able to depend upon 
sources of capital from investors now 
eager to participate, since their lia- 
bility to the company was limited by 
the face value of the stock, and, more- 
aver, the latter was easily negotiable. 

As a result, it was automatic for 
stock exchanges to come into being. 
For if it was necessary to have mar- 
kets for the sale of the products of a 
company, ft was equally necessary to 
have a market to facilitate the trans- 
fer of the ownership of the shares of 
the company itself. 


Genesis of the Stock Broker 
Successful dealers in commodity 
scrip, using their own experience of 
values, soon turned their attention to 
the buying and selling of investments 
as such. Gradually as their reputa- 


tions in this field became known, 
their advice and services were sought 
by less experienced investors, to the 
extent that the dealer’s status chang- 
ed from a principal acting for him- 
self to an agent acting on behalf of 
his client. Thus the stock broker 
came into being. 

With his advent, a still higher form 
of marketing organization became 
necessary. As a broker, entrusted 
with his client’s funds, high standards 
of ethical conduct were demanded 
from him, and he similarly insisted 
upon like standards from his fellow 
brokers. 

This in turn called for submission 
of every broker to an elected and 
regulatory body whose powers em- 
braced disciplinary action in accord- 
ance with “just and equitable prin- 
ciples of trade”. 

Today, those words, or a derivation 
of them, can be seen in the by-laws 
of any recognized stock exchange, 
amplified and changed a little per- 
haps by time and conditions, but 
nevertheless basically adhering to 
these tenets. 

Currently there are about 200 stock 
exchanges in the world. Every mod- 
ern country of the free world is 
represented in the list and usually a 
good gauge of a country’s economy 
can be determined from the size and 
organization of its exchanges. 

North America, with the highly or- 
ganized New York Stock Exchange 
as the largest, has 23, including 7 in 
Canada; Europe has in excess of 100, 
South America 20, and the balance 
are in Africa, free Asia and Austra- 
lasia. 

The Toronto Stock Exchange is 
now classed as one of the leading of 
these 200, although its exact position 
in relation to foreign exchanges can- 
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not be ascertained, since it is only 
the North American markets that re- 
port the actual amount of business 
transacted. In last year’s figures for 
all North American exchanges, the 
Toronto Stock Exchange, while show- 
ing the greatest number of shares 
traded, was third in value of these 
shares. 


Functions of an Exchange 

The functions of a stock exchange 
in the economy are too comprehen- 
sive and the ramifications too vast to 
be defined with any exactitude 
Nevertheless, governments, econo- 
mists, investors and industrialists of 
all countries lay great significance on 
the beneficial results derived from its 
operations. 

In the main, its prime purpose is to 
provide liquidity, or marketability, 
for securities. As such it is a vital 
part of the whole capital market. In 
a wider sense, through its many inter- 
relations with the latter, the exchange 
also contributes a great number of 
channels, through which capital can 
be collected from widely scattered 
sources and funneled into industrial 
and commercial use. 

In its ceaseless task of supplying 
new capital to industry, the ex- 
change’s contribution, while small at 
the start, becomes increasingly im- 
portant at a later stage. Initially, the 
burden of a new issue falls upon the 
investment dealers or over-the-coun- 
ter brokers, whose special task is to 
distribute securities to the public. 
These distributors may or may not be 
members of an exchange, and their 
primary distribution is not effected 
through the services of an exchange. 

It is only when the original issue has 
become “seasoned” that an exchange’s 
role in the cycle becomes evident. 
Application is then made to have the 


stock “listed” for the purposes of uti- 
lizing the services of an exchange. 

Usually this mechanism of listing 
not only serves to attract attention to 
the issue and thereby increase the 
number of shareholders, but also, and 
more importantly, provides a liquidi- 
ty difficult to obtain otherwise. In 
turn, this liquidity, apart from its in- 
herent quality of stabilization, very 
often has the effect of directing the 
released original funds back into the 
new-capital market. 

In this manner the exchange, 
through its many channels, contrib- 
utes and facilitates the flow of capital 
into new industry and the develop- 
ment of natural resources. 


Stocks of Mining Companies 

As far as aiding the financing of in- 
dustrial companies is concerned, as 
distinct from those of the extractive 
industries such as mines and oils, 
there is no fundamental difference in 
the functions of the Canadian ex- 
changes and the leading United States 
markets. It is where mining and 
oil financing is involved, however, 
that these functions vary, at least in 
degree, if not in kind. 

To do its job thoroughly, the Can- 
adian mining industry is in constant 
need of new capital in amounts that 
transcend, pro rata, those of practical- 
ly any other industry. In the sense of 
security issuance, Canada is a frontier 
country, since a great portion of its 
stock issues are made in connection 
with the development of its natural 
resources. 

Because of these conditions and to 
further the Canadian mining industry, 
the Toronto Stock Exchange must 
function in a much more fluid, but 
not necessarily less restrictive, man- 
ner in regard to its mining listings 
than with respect to listings of com- 
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panies engaged in business other than 
mining, commonly referred to as in- 
dustrials. 

For in the intensive competition 
for new capital the industrial com- 
pany in need of further development 
funds has usually a record of earn- 
ings based on tangible assets on 
which to solicit public investment 
support. Even established industrial 
companies coming for the first time 
to the capital market carry the impli- 
cation that, at some time previously, 
private individuals have developed 
them to the stage where they can 
stand on their records. 

Not so with the mining company 
at the inception of its public finan- 
cing. By its very nature the mining 
company, either newly formed or re- 
quiring additional working capital, 
has mainly only intangibles in the 
shape of ore in the ground of estimat- 
ed size and grade. To the capital 
market this offers little or no secur- 
ity but only prospects which may or 
may not prove remunerative in the 
long run. Accordingly, the mining 
company in the majority of cases can 
only appeal for “risk” capital. 


The “Risk” Element 


Investment equity money wants 
some assurance of safety and yield 
and is, therefore, willing to take a 
comparatively reasonable interest re- 
turn. On the other hand, “risk” 
money is what the name implies. It 
may, or may not, be successful. If 
it is successful, the returns are hand- 
some and commensurate with the 
chances taken. Neverthless, the pro- 
portion of funds available for invest- 
ment purposes heavily outweighs 


those of the venture or “risk” capital 
variety. 

Canada’s mining development re- 
quires ceaseless amounts of this ven- 


ture capital. Without this source of 
funds, it is doubtful if many of our 
producing mines and oil wells in Can- 
ada would be in existence today. It 
is the type of money that goes into 
the barrens, Great Bear Lake, into the 
Athabascas, into Redwater, into the 
Rouyn and Noranda fields, where sev- 
eral decades ago there was nothing 
but bush. 


Most of the venture capital in a 
mining company’s initial stage must 
be raised from Canadians since there 
is an insufficiency of it abroad for raw 
mining prospects. This statement 
must be qualified to some extent by 
mentioning the participation by U.S. 
and European well-established min- 
ing companies, which have made im- 
portant financial commitments in the 
original ventures. As for U.S. indi- 
viduals, the participation in initial 
public offerings is to all intents and 
purposes prohibited until such time as 
the new issue is qualified with the 
Securities and Exchange Commission 
at Washington. 

It is to allow for the raising of this 
type of “risk” capital that the Can- 
adian exchanges must make different 
provision in their listing require- 
ments and subsequent rulings for 
mining and oil company shares. 


Primary and Secondary Markets 

Accordingly, the listing policies of 
the Canadian exchanges differ some- 
what from those of the older estab- 
lished markets in Europe and in the 
United States, where the frontier type 
of development is past history. In 
one respect, the Toronto and six 
other Canadian stock exchanges can 
be considered as primary markets in 
addition to their role as secondary 
type markets, which is the exclusive 
role of most other exchanges in the 
older developed countries. 
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For instance, the New York Stock 
Exchange provides only secondary 
market facilities although the Ameri- 
can Stock Exchange, also in New 
York, can be an example of the role 
of both primary and_ secondary 
marketing. Issues listed on the New 
York Stock Exchange belong to 
companies that have been well-estab- 
lished and financed over a period of 
years. Its listing requirements are 
rigorous and in many respects are the 
standard for Toronto Stock Exchange 
industrial company listings, which are 
more stringent than the listing re- 
quirements for speculative mining 
and oil issues. 

On the Toronto Stock Exchange 
any listed company can use the Ex- 
change facilities through its member 
brokers for primary distribution of its 
shares, having first qualified and re- 
ceived approval for listing. How- 
ever, this technique of making prim- 
ary distribution of underwritten treas- 
ury shares is confined almost entirely 
to comparatively low-priced mining 
and oil issues. 


Illustration of Mine Financing 

As an illustration of mine financing 
in Canada a mining company, at its 
inception, may be formed to take up 
claims staked in a favourable mining 
area. After incorporation and sub- 
ject to the provisions of the Ontario 
Securities Act and the requirements 
of the Ontario Securities Commission, 
a company may then arrange through 
stock exchange member firms or 
broker-dealers on the Street for the 
issuance of a block of shares which 
will be underwritten. These shares 
usually are taken down by the under- 
writer for sale at a set issue price to 
the public, which constitutes initial 
primary distribution. 

Should the results of work at the 


mine warrant the company’s engineer 
recommending underground develop- 
ment, and provided the company has 
recognized sound management and 
sufficient shareholders to guarantee a 
wide market, together with sufficient 
immediate financial resources to carry 
out its arranged program, the com- 
pany may then apply for a listing on 
the Toronto Stock Exchange. The 
listing requirements, which must in- 
clude full, true and plain disclosure 
of all material facts concerning the 
company, will be passed upon by the 
Exchange listing committee which 
must be satisfied that a reasonable 
chance exists of the company bring- 
ing in a producing mine, that the dis- 
tribution of the shares is broad 
enough and that not too great a pro- 
portion of the outstanding shares is 
held by one or more closely identified 
individuals or groups. If the listing 
committee recommends and_ the 
Board of Governors approves the list- 
ing, a listing statement will be drawn 
up giving all pertinent facts and will 
be distributed to the members of the 
Toronto Stock Exchange, the Ontario 
Securities Commission and the press 
before the shares are called for trad- 
ing. 

From then on, each progressive, 
successful stage of the company’s de- 
velopment will require the provision 
and expenditure of larger sums of 
money, which presumably can only be 
raised through the issuance of fur- 
ther treasury shares or by the sale of 
assets. In each case, the Stock Ex- 
change must be notified and, if ap- 
proved, a brief filing statement noting 
material changes in the business or 
affairs of the company since the last 
issued statement will be distributed 
as above. 

In respect of material changes, the 
Board of Governors has the right to 
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either accept or to refuse the notice 
for filing, and in the case of such non- 
acceptance, the proposal cannot be 
proceeded with; otherwise, the shares 
of the company will be removed 
from the trading list. It is, of course, 
impractical to define fully the mean- 
ing of material changes in the affairs 
of a company. However, they in- 
clude: 

1. A change in the nature of the 
business of the company. 

2. A change in the Board of Direc- 
tors or the principal officers of the 
company. 

3. A change, to the knowledge of the 
company, in the beneficial or reg- 
istered share ownership of the 
company which is sufficient to ma- 
terially affect control. 

4. The acquisition or disposition by 
the company in one transaction or 
in a series of similar transactions 
of any mining or oil property or 
interest, or of shares or other se- 
curities in another company, at a 
price in excess of $25,000 payable 
otherwise than in shares of the 
company itself. 

These provisions do not apply to 
the great majority of the companies 
listed on the Toronto Stock Exchange 
which, because of their financial 
strength, sound and tested manage- 
ment and recognized investment 
qualities, are exempted. 


Exemption from Securities Act 
Dealing with primary distribution, 
this is made possible by the exemp- 
tion from the provisions of the On- 
tario Securities Act (Section 41) 
which has been accorded for many 
years to listed issues. This exemption 
means that listed issues may be un- 
derwritten by any registrant whether 
a member of the Stock Exchange or 


not, and distributed subsequently 
without registration with the Ontario 
Securities Commission and without 
delivering a prospectus provided, 
however, the proposal must have 
prior approval by the Exchange 
Board of Governors. 

In general, funds are obtained by 
underwritings of treasury shares and 
the granting of options to the regis- 
trant. The deal is based on the ap- 
proval to underwrite up to a maxi- 
mum number of shares at a price set 
within a fixed discount from the pre- 
vailing market price. In addition, 
options are granted on a scale con- 
fined as to number of shares and 
price increase for regular periods 
scaled to cover no longer than 18 
months. The options may be can- 
celled by the optionee, but the under- 
writing is a definite contract which 
must be lived up to or listiny vill be 
forfeited. Once again, as in an in- 
itial listing, if the subsequen* under- 
writing and option deal is approved 
by the Board of Governors, a filing 
statement is made available and the 
shares taken down are then distribut- 
ed by members through the facilities 
of the Stock Exchange. 


Privileges Mean Responsibilities 

By this means, much new capital 
has been raised and will be raised in 
the future for the benefit of the min- 
ing and oil industries generally, but it 
must be understood that this method 
of primary financing is a privilege, 
and with privilege goes responsibility, 
which imposes on the Board of Gov- 
ernors the necessity of ensuring — as 
far as this can be done — that all such 
funds raised are suitably employed 
in the proper development of the na- 
tural resources field. Failure in this 
respect by the listed company can re- 
sult in loss of the listing privilege 
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coupled with the suspension of the 
shares from trading. 

By these procedures the Toronto 
Stock Exchange thus departs from be- 
ing a solely secondary market and be- 
comes in part a primary market as 
far as certain mining and oil securi- 
ties are concerned. This system of 
primary resource financing has been 
in existence in one form or another 
since 1906, and through the years 
many refinements have been added 
in the interests of protecting the in- 
vesting and speculating public which 
has played such a large part in pro- 
viding the capital funds for so many 
of Canada’s successful mining and oil 
companies. 

In the past 10 years primary mine 
financing through the Toronto Stock 


Exchange has totalled over $500,000,- 
000, and even though evidence today 
points to a readjustment in business, 
we are entering a period of change 
in which a more solid foundation can 
be built for the future sound eco- 
nomic development of Canada. For 
the investor the testing period will 
bring out more than ever the neces- 
sity of avoiding ill-advised short- 
term speculation and for the Stock 
Exchange this new period will em- 
phasize in striking fashion the value 
of able management and a high de- 
gree of efficiency in operating one of 
the greatest auction markets in the 
world in the best interests of the 
public, and the many companies 
whose shares are listed or will be 
listed in the future. 


TWO FUNCTIONS OF INDUSTRY 


Industry is a social as well as an economic phenomenon. An industrial 
concern is not only an organization for the promotion of economic purposes; 
it is also a human organization in which the hopes and aspirations of in- 
dividuals are trying to find expression. In these terms the leader of an in- 
dustrial enterprise has two functions to fulfil, an economic function and a 
social function. First, he has to manufacture and distribute a product at a 
profit. Second, he has to keep individuals and groups of individuals working 
effectively together. A great deal of attention has been given to the first 
function. Scientific controls have been introduced to further the economic 
purposes of a concern and of the individuals within it. Much of this advance 
has gone on in the name of efficiency or rationalization. Nothing comparable 
to this advance has gone on in the personal relations between employer and 
employee. Whatever slight advance there may have been is completely over- 
shadowed by the new and powerful technology of modern industry. One 
important reason for the difference is not difficult to find. Effective relations 
between employer and employee largely reside in skills that are personal, 
empirical and intuitive — skills which the individual utilizing them cannot 
make very explicit. Unlike the skills developed in the technological area, they 
are difficult to communicate. To them science has been little applied. 

— “Management and Morale” by F. J. Roethlisberger; 
Harvard University Press. 





Income Tax Appeal Board 


Ir 1s AXIOMATIC that the two most 
deariy prized constituents of a good 
income tax system are clarity and cer- 
tainty in the application of the law. 
The Income Tax Appeal Board was 
formed nine years ago as a major step 
towards the attainment of these two 
objectives in the Canadian income tax 
field. At the time the enabling legis- 
lation was passed on August 31, 1946, 
(s. 22, c. 55, S.C. 1946) a shorthanded 
group of dedicated civil servants had 
been administering the Income War 
Tax Act and the Excess Profits Tax 
Act 1940 under the most punitive tax- 
ing rates this country had ever borne. 
During the war years time was short, 
danger was great, money was vital. 
To help keep the war machine going 
at an efficient pace and still mete out 
substantial justice speedily enough, 
increasing reliance came to be placed 
on the use of what was known as 
“Ministerial discretion”. The Minister 
became the man named by Parlia- 
ment, the persona designata, and his 
acts if properly performed within the 
rules of administrative discretion were 
not open to review by the courts. 
As the wartime tax rates rose steep- 
ly, hitherto little noticed flaws in the 
various statutes began to cause dis- 
putes and i became apparent that the 


Income War Tax Act was becoming 
only a scarred memorial to the think- 
ing of an earlier day. Because of the 
heavy tax load most differences of 
interpretation involved substantial 
sums of money and in many cases 
justified litigation to determine the 
issue. The administration and the 
courts were unable to cope with the 
flow of appeals with the speed com- 
mensurate with justice and the effi- 
cient administration of a great nation. 

By the end of tthe war the need for 
a study of the use of discretionary 
powers and the means which could be 
employed to speed up the taxpayer's 
access to the courts was recognized 
on all sides. On March 19, 1946, a 
Special Committee of the Senate was 
appointed “to examine into the pro- 
visions and workings of the Income 
War Tax Act and the Excess Profits 
Tax Act 1940 and to formulate recom- 
mendations for the improvement, 
clarification and simplification of the 
methods of assessment, collection of 
taxes thereunder and the provisions of 
the said Acts by redrafting them if 
necessary”. The committee received 
briefs from 23 organizations and in- 
dividuals, considered their representa- 
tions and heard many senior officers 
of the department. The hearings were 
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conducted in public and their pro- 
ceedings are a matter of record. The 
operation of this committee and the 
cooperation and assistance which it 
got from the Taxation Division will 
long stand as a monument to the 
genuine and self-effacing desire of 
officers of that division to improve 
the law and to simplify the mechanics 
of its supervision. 


Two Recommendations 


As a result of its hearings and de- 
liberations the committee brought in 
a report which contained two import- 
ant recommendations: first, the crea- 
tion of a Board of Tax Appeals and, 
secondly, the abolition of Ministerial 
discretion as far as possible. In sup- 
port of the first recommendation a 
number of suggestions were made 
which are of particular interest in the 
light of what actually happened. Its 
status was to be that of a court of 
record. In addition, however, the 
Board was to be empowered to “dis- 
pose of questions arising on matters 
of fact which may enter into a deter- 
mination of the law relating to the 
proper construction of the taxing 
statutes”. Its composition was to be 
widely representative. The chairman, 
deputy chairman and one other mem- 
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ber of the Board were to be qualified 
legal practitioners with at least ten 
years standing. It was, however, also 
suggested that two additional mem- 
bers should be professional account- 
ants of at least ten years standing 
and that the remaining members be 
representatives of the taxpaying com- 
munity. At least two of the members 
so appointed were to be bilingual. 


The last three paragraphs of the 
report set forth the philosophy under- 
lying the detailed recommendations: 

1. The taxpayer will be provided with 
a speedy and inexpensive tribunal to 
which he may take all disputes arising 
from assessments including questions of 
fact, of law and of the exercise of min- 
isterial or administrative discretion, and 
he will be assured of an impartial and 
considered adjudication in the course of 
which the Board may substitute its 
opinion on all matters for that of the 
Minister of National Revenue, or of any 
administrative tribunal whose decision 
has entered into the making of the assess- 
ment. 

2. By the fact that the decision of the 
Board will have considered and, if neces- 
sary, varied or confirmed the exercise of 
discretionary powers, the flexibility of the 
statute will remain unimpaired since the 
necessity to remove entirely the discre- 
tionary authority now contained therein 
will be somewhat modified while the ad- 
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ministering official acting for the Minister 
of National Revenue will be afforded 
guides of increasing usefulness as a body 
of jurisprudente-is established relating to 
the proper exercise of such discretion in 
a variety of instances. 

8. The accumulation of a body of pre- 
cedent through publication of the de- 
cisions and their supporting reasons of 
the Board of Tax Appeals, which de- 
cisions will in many cases inevitably be 
the result of contestations arising out of 
the application of departmental directives 
and rulings, will tend to diminish the 
force of and the need for such rulings 
within the Department. In addition 
thereto, this body of precedent will assist 
in the clarification of many sections of 
the taxing statutes now obscure for want 
of official interpretation and will in turn 
diminish to some extent the need to 
redraft portions of the statutes since 
those sections, which are now charged 
with ambiguity by the public and ad- 
ministering officials, will perforce obtain 
certainty, if not clarity, from the applica- 
tion to them of the decisions of the 
Board. 


Two Differences 

Since no appointments to the 
Board were made until December 23, 
1948, it has only been effective for 
nine years. Those years have been 
full ones and have left a lasting im- 
pression on the national life. They 
have also shown that the Senate com- 
mittee’s dream has been more than 
realized. As might be expected, how- 
ever, the course of realization has 
varied in places from that first plotted 
in the report. When comparing the 
legislation itself with the recom- 
mendations of the Senate, two differ- 
ences at once appear. First, the 


Board, as subsequently established, 
has no power to advise the Minister 
on the exercise of discretion. This 
power was made unnecessary by the 
substantial changes which took place 
in the Income War Tax Act and in 


the general framework of the new In- 
come Tax Act and which removed al- 
most all the discretionary powers. 
Secondly, the recommendation of the 
Committee that two members of the 
Board should be professional account- 
ants was not, as such, embodied in 
the enabling legislation. The only 
specific provision is that the chair- 
man or assistant chairman must be a 
judge, or a barrister or advocate of at 
least ten years standing at the bar 
(s. 86(2) of the Income Tax Act). 
The Act is silent on the qualifications 
of the other members. Hence, al- 
though only lawyers have so far been 
appointed, there is no specific exclu- 
sion of the representatives of any 
other taxpaying group. 

It is important, however, to note in 
this connection that s. 89(3) of the 
Income Tax Act provides that the 
Board is a court of record. This 
means that it may summon before it 
any witnesses and require them to 
give evidence orally, or in writing, on 
oath or otherwise and to produce such 
documents and things as it deems re- 
quisite for the full investigation of the 
facts in issue. That is to say that it is 
to conduct its hearing in all respects, 
subject to the limitations of the rules 
which makes for itself, as a court, 
including the application of the Can- 
ada Evidence Act and the collateral 
rules of evidence. 


Membership of the Board 

The qualifications stipulated for the 
chairman and vice-chairman, together 
with the statement that the Board is 
to be a court of record, make it fairly 
clear that only under exceptional cir- 
cumstances is it likely that an ac- 
countant or businessman would be 
appointed as a member. Neverthe- 
less, it is not infrequently suggested 
that the Board should number among 
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its members a professional account- 
ant to ensure that its decisions give 
full value to the generally accepted 
principles of accountancy and business 
practices. Another suggestion often 
made is that if an accountant be not 
appointed a member of the Board, 
then one should be named as an 
amicus curiae, or a sort of master, to 
advise the Board on matters of ac- 
countancy and business practice upon 
request. Since, however, the opera- 
tions of the Board have followed the 
best pragmatic tradition of the Anglo- 
French legal and judicial systems, 
there has developed a perfectly ade- 
quate substitute procedure which 
would seem to render the appoint- 
ment of an accounting member, mas- 
ter or amicus curiae unnecessary. In 
fact, from a practical point of view, 
the Board is almost certain to obtain 
even greater assistance on the sub- 
ject of accountancy and _ business 
practice under the present system 
than might otherwise be the case. 
The reason for this is that the ideal 
combination in any taxation dispute is 
an accountant and a lawyer working 
together for their client. The ac- 
countant is the master of the facts and 
has usually lived with his client’s 
business for many years, thus being 
familiar with it, not only as an indi- 
vidual entity, but as a microcosm in 
the greater world of economic en- 
deavour in Canada. The lawyer, on 
the other hand, while usually not so 
well versed as the accountant in the 
practicalities of business and account- 
ing principles, is often better able to 
utilize the facts which his accounting 
colleague brings to him in the proper 
determination of the applicable law. 
The use of such a team also enables 
the client to match the joint skills of 
the parallel combination which al- 
ways faces him from the Crown’s side 
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of the table. The appearance of the 
legal accounting team in taxation dis- 
putes is increasing and the majority 
of cases now appearing before the 
Board are prepared by such a com- 


bination of talent. Thus at the very 
outset of the case the Board is assured 
of having adequately presented for 
its consideration all facts and ques- 
tions of accountancy and _ business 
practice that a barrister acting alone 
might otherwise fail to properly un- 
derscore or adequately elucidate for 
its benefit. 


Further, in the process of this pro- 
fessional collaboration, it will some- 
times become apparent to the barris- 
ter, who usually acts as counsel, that 
evidence must be led as to the ac- 
counting principles peculiarly rele- 
vant to his client’s case. This he may 
do either by calling his accounting 
colleague as a witness or by going 
outside the professional relationship 
which exists between his client and 
his accounting colleague and calling 
another accountant removed from his 
client’s affairs as an expert accounting 
witness. Such a course is often re- 
sorted to by taxpayer and Crown 
alike. Where this happens, counsel 
for both sides have an opportunity of 
examining or cross-examining the ac- 
counting witness before the Board. 
Such a cross-examination by deter- 
mined counsel is normally more ef- 
fective in eliciting the proper expert 
testimony applicable to the facts in 
issue than could be expected of an 
accounting amicus curiae or member 
of the Board who could not be reach- 
ed by cross-examination and who 
might therefore fail to bring to the 
attention of his brother members mat- 
ters which either litigant might think 
of material moment. 


It appears therefore that the issue 
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does not really exist. The Board is 
already getting the benefit of a va- 
riety of competent accounting and 
business opinions directly from the 
witnesses called by counsel and indi- 
rectly from the participation by ac- 
countants in the preparation and ar- 
gument of the appeals themselves. 


Relation of ITAB to Exchequer Court 

A more important deviation from 
the recommendations of the Senate 
committee has been brought about 
by certain judgments of the Ex- 
chequer Court. It has been decided 
by that court that an appeal from the 
Income Tax Appeal Board to the Ex- 
chequer Court of Canada is not an 
appeal as it is commonly understood 
by lawyers but is a trial de novo 
(See Goldman v. M.N.R. (1951), 
C.T.C. 241). In the normal course an 
appeal from one court to another is 
only permissible on a question of law. 
The evidence is closed at the time 
both parties have stood down their 
last witness at the trial in the lower 
court. The record so constituted is 
dispatched to the court of appeal and 
from it and it alone may the argu- 
ments of law be made. In a trial de 
novo, which is the technical status of 
an “appeal” to the Exchequer Court, 
notwithstanding the evidence intro- 
duced before the Income Tax Appeal 
Board, a new case may be made and 
the same or other witnesses may be 
called as if there had been no trial of 
any kind in the lower court. 

Because the “appeal” is a trial de 
novo and partly because there is no 
examination for discovery in the Ap- 
peal Board, there is a deplorable but 
growing tendency on the part of tax- 
payers and the Crown to treat the 
Income Tax Appeal Board hearing as 
a sort of examination for discovery 
on issues whose size or legal import- 


ance clearly indicates that an appeal 
would be taken by either side in any 
event. While the lack of an exami- 
nation for discovery is understandable 
on the grounds of simplicity and in- 
expensive access to the Board, never- 
theless, because the pleadings are 
often fairly rudimentary, neither side 
has advance notice of the type of 
evidence with which it will be con- 
fronted. There is thus a growing tend- 
ency, if the sum involved is large, for 
taxpayers to prefer to appeal assess- 
ments directly to the Exchequer 
Court of Canada. This serves to 
avoid the delay of two hearings and 
to obtain the benefits of an examina- 
tion for discovery without the draw- 
back of having disclosed the legal 
argument in advance. It would be a 
great pity if the trend continues since 
the result could be that most of the 
larger cases might go directly to the 
Exchequer Court while the Income 
Tax Appeal Board would become a 
limited forum for the smaller litigant 
and the less momentous issue. 


Two things are needed if the situa- 
tion is to be remedied: legislation 
which would declare the appeal to 
the Exchequer Court to be an appeal 
in the normal sense and not a trial 
de novo and a change in the Appeal 
Board rules to permit examination 
for discovery. 


ITAB Judgments are Guideposts 

The real measure of the Board’s 
success is the degree to which it has 
fulfilled the aspirations of the Senate 
committee as outlined earlier. There 
can be no doubt that on all points the 
Board has gone far beyond the hopes 
of its spiritual fathers. It has es- 
chewed all consideration of politics or 
economics. It has ignored the bland- 
ishments of administrative consist- 
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ency. It has refused to be impressed 
by power, position or wealth. In 
short, it has been and is a court in 
the finest tradition of the Canadian 
judiciary. Before it the rule of law is 
paramount. On a purely practical 
plane, but because it has conducted 
itself in accordance with these prin- 
ciples, it has contributed very greatly 
to that clarity and certainty which all 
taxpayers so much desire. It has done 
this by the degree of consistency in 
its decisions. No group of independ- 
ent thinkers will always reach the 
same conclusions from the same facts. 
Even the House of Lords has reversed 
the Privy Council with a comment 
drawn from the ancients to the effect 
that one must remember that “occa- 
sionally dormitat Homerus”. (Lord 
Atkin in Absalom v. Talbot (1944), 1 
All E.R. at page 647). The Income 
Tax Appeal Board has had only its 
fair share of deviations. These have 
but served to underscore the vast ma- 
jority of clear, well-written judgments 
that stand as guideposts to the next 
comer along the road to tax clarity. 

How large the number of decisions 
is may be gauged from the fact that 
they fill 17 volumes of over 400 pages 
each. This is despite the fact that the 
jurisdiction of the Board is only ap- 
plicable to assessments for 1946 and 
subsequent taxation years and relates 
only to income tax and gift tax. Be- 
sides decided cases these volumes 
contain an interesting commentary 
upon the attitude of the Crown to 
income tax litigation. Since its incep- 
tion, until September 30, 1957, the 
Board has received 8,191 appeals of 
which 2,764 have been heard. Of the 
judgments delivered, 1,123 have been 
in favour of the taxpayer and 1,582 
have been in favour of the Crown. 
Judgment has not yet been given in 
the remaining appeals. 
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Value of Decisions 


Success on appeal to higher courts 
has been about evenly divided. This 
means that of the total number of as- 
sessments which have gone to the 
Board almost 37% were held to have 
been wrongly founded. If nothing 
else was needed to justify the exist- 
ence of the Board this fact does. But 
for the availability of a quick and in- 
expensive tribunal many taxpayers 
might have failed to contest what in 
a substantial number of cases, as these 
figures show, would have turned out 
to be an unfounded assessment. This 
is not to be taken to mean that the 
Taxation Division launches assess- 
ments without due consideration or 
for motives other than the highest, 
but rather that, under a complex tax 
system of high rates whose legisla- 
tion is always changing, there is 
bound to be a fairly evenly divided 
point of view on every serious dis- 
pute. Add to this the fact that the 
Crown is always a protagonist and 
never an umpire and is quick, and 
rightly so, to take every legal means 
to preserve its interests, and it is not 
surprising that some cases reach the 
courts which should not. 


Taxpayers too, as the record shows, 
are prone to take cases of little merit, 
merely to test a principle and some- 
times out of sheer curiosity. Also, tax- 
payers who are aggrieved but not 
wronged and who have no case in law 
will often insist on going before the 
Board. The result is unfortunate 
since every case under the stare de- 
cisus system is either a bridge or a 
wall. It can be a bridge to a bet- 
ter understanding and clarification of 
the law or it can be a wall blocking 
other taxpayers from access to that 
principle on their own facts. Frivo- 
lous cases must thus be discouraged. 
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It is here perhaps more than any- 
where else that the function of the 
lawyer and accountant in a combined 
role of tax adviser is of the greatest 
value. From the facts on which the 
accountant advises he may stand as 
a matter of evidence, the lawyer can 
in most cases give a firm opinion to 
his client as to the chances of success. 
Where his opinion is that the chances 
of success are slight he also has a 
duty which he will discharge by 
warning his client of the weakness of 
his position. He can only give an 
opinion at all if the law and the juris- 
prudence are clear. 


Towards a Canadian Body of 
Tax Law 

Legislators and administrators can 
never stop their endless efforts to 
amend and alter the statutes and 
regulations so as to take account of 
all the shadings of fact and fairness 
required in a taxing system with high 
rates. Certainty and clarity can never 


essentially the duty of a court to es- 
tablish by its precedents and by the 
publication of the principles of law 
upon which they are based, that body 
of knowledge necessary for every pro- 
fessional practitioner to be able to ad- 
vise his client in positive and un- 
equivocal terms. More than this, 
however, the Income Tax Appeal 
Board has also built up a body of 
tax law which is purely Canadian. 
Before its creation, apart from a 
handful of judgments from the Ex- 
chequer Court and the Supreme 
Court of Canada, English judgments 
were relied on to a very great degree 
as persuasive in the Canadian courts 
and by practitioners in preparing 
opinions and guiding their clients. It 
is significant that English decisions 
have now lost much of their magic. 
For the foregoing and many other 
reasons let us hope that those few 
changes may be made which will en- 
able the Appeal Board to maintain 
its position as the true court of first 


be attained in these quarters. It is instance in all income tax appeals. 


FOR SUCCESSFUL LEADERSHIP 


When an executive consults subordinates and union officials in advance 
of a final decision, he in no way relinquishes his right to lead. But he does 
increase his chances of success in two ways: by making use of special 
knowledge and by giving himself an opportunity to elicit in advance the 
participation of those who are to act on his decision. In this way, all the 
potential efficiency in this situation is used and strength with others is 
achieved. The attempt to win power over others is wasteful, because so much 
effort and intelligence cancel out as subordinates pit their wits and wills 
against the boss who belittles them. 

— “Effective Communication in Industry” by Paul Pigors; 
National Association of Manufacturers, 1949. 








Accounting 


for Doctors 


EDWIN A. JARRETT 


THE AVERAGE medical doctor practis- 
ing alone, or in partnership with oth- 
ers, is fully occupied in the extensive 
use of his professional knowledge and 
skill and seems frequently to have too 
little time to devote to the financial 
side of his practice. Important as are 
the services rendered to his patients, 
equally important to him is the proper 
accounting for such service. For this 
purpose, it is desirable to choose of- 
fice assistants who have knowledge of 
accounting as well as medical experi- 
ence. The accounting end is too 
often looked on as a necessary nuis- 
ance rather than a vital part of the 
conduct of the practice. Success of 
the doctor may partly depend on the 
attention given to the financial side 
of his business. 

For a proper accounting of the fi- 
nancial transactions of a medical 
practice, the following books are 
usually used: 

1. Patients’ appointment or day book 
(to record all appointments ). 

2. Patients’ charge record, which 
may be combined with the pa- 
tients’ appointment book. 


oo 


. Patients’ ledger (usually in card 
form). 

. Cash receipt books. 

. Cheque disbursement record. 

Petty cash book. 

Journal. 

General ledger. 
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Patients’ Appointment or Day Book 


The doctor has a service to give 
and a record thereof is fundamental- 
ly essential. A day book that records 
the calls made on patients and by pa- 
tients to the doctor's office is the foun- 
dation of the financial records as well 
as being essential to the medical his- 
tory of each patient. The day book 
is not complicated and may be either 
bound or loose-leaf, with one record 
for office calls by patients and another 
for calls at the hospital or home of 
the patient by the doctor. A com- 
bined appointment day book and pa- 
tients’ charge record is practical. It 
may have headings as shown below. 

If the doctor supplies drugs to his 
patients, a separate column should be 
used to record the charge for such 
drugs. 


DATE DAY BOOK 
Time Name of Patient Remarks Charge Posted 
9.80 Mrs, J. Brown Prescription given 5.00 x 
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If there are several doctors practis- 
ing together a day book can be kept 
for each doctor. 

The office accountant should record 
the charge for each call either in the 
appointment day book or on a sep- 
arate charge record. 


Patients’ Cards 

An individual ledger card should be 
kept for each patient’s account. This 
card, in addition to showing the pa- 
tient’s name, address, telephone num- 
ber and date of attendance, may in- 
clude a brief statement of the diag- 
nosis and procedure. It will, of 
course, be supported in most cases by 
a much more detailed separate clini- 
cal record of the patient. 

The patient's card records the 
charge for each call or procedure 
posted from the charge book, plus 
the charge for drugs supplied (if 
any) or prescriptions given. The cash 
received is from the cash re- 
ceipts book, and the balance owing 
by the patient recorded after each 


entry. 
These cards are available from the 
stationers in standard form but should 
have columns for charges, cash re- 
ceipts and balance due. 
..With the large increase in medi- 
cal care insurance, it is important 
that particulars of the coverage be 
shown on the patient's card, giving 
such information as: 
Identification number 
Name of paying agency 
Degree of coverage. 
Accounts with each ee. 
separately and the i e 
eae shown thereon. The credit 
is made to the patient’s account, and 
transferred to the account with the 
ing a . The paying agency’s 
some eine the following infor- 
mation: 


Date 

Name of patient 

Identification 

Procedure 

Total amount of bill 

Amount claimed. 

To this would be added such ad- 
ditional information as is essential to 
the payment of the claim. 

Control Account 

A control account of the outstand- 
ing unpaid patients’ fees, not always 
kept by most practitioners, can be 
most important to a medical practice. 
It is possible that a considerable 
amount of revenue may be lost to the 
doctor without such a control. 

It is comparatively easy to set up 
a system of control of patients’ ac- 
counts. The total of the charges to 
patients from the appointment (day) 
book or charge book would be en- 
tered in a summary record each day, 
and such total at the end of the 
month charged to the patients’ con- 
trol account in the general ledger 
(representing the charges to each in- 
dividual patient in the month as 
shown in the patients’ cards). The 
total receipts from patients for the 
month as shown by the cash receipts 
book would be posted to the credit of 
the control account. The net balance 
represents the unpaid patients’ ac- 
counts. 

Adjustment in patients’ fees includ- 
ing items written off as uncollectible 
should be made in the journal. 

Even in an individual practice the 
time required by a doctor’s book- 
keeper to control and balance the pa- 
tients’ cards is well worthwhile. 


Billing Procedures 


Where several doctors are in part- 
nership, such as in a medical clinic, 
an accounting billing machine for the 
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ACCOUNTING FOR DOCTORS 


patients’ cards and statements and 
the controlling summaries may be 
used with considerable advantage to 
the combined practice. The opera- 
tor of such a machine would post the 
patient’s ledger card, the monthly 
statement for the patient and the con- 
trol summary in one operation for 
each entry, thus assuring automatic 
control. A billing machine expedites 
the forwarding of the bills to the pa- 
tients at the end of each month since 
these bills or statements will be pre- 
pared each day during the month and 
should be ready when the last day’s 
posting has been entered at the end 
of the month. 

The regular billing of patients for 
services rendered is important to the 
doctor as well as to the patients. De- 
lay in sending out bills may result in 
considerable loss to a medical prac- 
tice. The patient may move away 
and his forwarding address is not 
available or is too far away to fol- 
low up. The patient or the family 
supporter may die or lose his job, 
with the result that there may be no 
available funds to pay the bills. 

In some special cases of a patient’s 
illness where treatment leads up to an 
operation, it may be desired to with- 
hold rendering the bill until the op- 
eration has been completed. If de- 
sired, such bills can be withheld but 
with machine accounting the bills 
would be completed the first of each 
month and ready to forward to the 
patients. Those being withheld can 
be added to with the following 
month’s charges until the desired time 
to forward the account to the patient. 

Since most medical practices oper- 
ate their financial accounting on a 
cash basis, if the patients’ fees are en- 
tered as billed for a control of ac- 
counts receivable, then at each year 
end the total of the unpaid patients’ 
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accounts as shown by the control ac- 
account balance (and agreed with the 
individual list of patients’ unpaid ac- 
counts) would be deducted from the 
year’s revenue and offset against the 
accounts receivable as shown in the 
balance sheet. The entry would be 
reversed at the beginning of the year. 


Cash Receipts 

The recording of cash received is 
also important. To assure the correct 
and full accounting, all cash receipts 
should be recorded in a cash receipts 
record and deposited in the bank reg- 
ularly (preferably daily). No dis- 
bursements should be made from cash 
receipts. Full details of all receipts 
showing the name of the patient, 
amount paid, exchange charged and 
the net deposit could be recorded in 
the cash receipts book. However, the 
use of duplicate deposit slips on 
which full information is recorded 
and properly filed supporting the en- 
try in the cash book may save some of 
the office accountant’s time. The 
totals of the patients’ payments, ex- 
change charged and the net deposit 
only would be recorded in the cash 
books. 


Disbursements 

All disbursements should be by 
cheque, numbered and recorded in a 
disbursing cheque record. 

This record should be in columnar 
form so that the distribution may be 
totalled monthly and posted in total 
to the proper account in the general 
ledger. A book of 10 to 15 columns 
as required should be used for this 


purpose. The columns might be 
headed: 

Date 

Payee 

Cheque No. 
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Amount of cheque 
Salaries — Assistant doctors (if any 
on salary) 
— Nurses 
— Office receptionist and 
bookkeepers 

Fees of other assistant doctors 

Medical and surgical supplies 

Laboratory fees 

Laundry — Cleaning and general 
expenses 

Automobile expenses (if charge- 
able to medical practice ) 

Postage and stationery 

Office supplies and expenses 

Telephone and telegraph 

Proprietor or partners’ drawings (a 
column for each partner’s draw- 
ings would be useful) 

Sundry items (to be posted indi- 
vidually to different ledger ex- 
pense and other accounts). 


Petty Cash 

An office petty cash fund on the 
usual imprest system is, of course, 
necessary. The reimbursements by 
cheque covering exact outlays would 
keep the office petty cash up to the 
required sum — $50 or $100. The dis- 
tribution of the relative expenditures 
could be recorded in the cheque dis- 
bursement book when the reimburs- 
ing cheque is issued. 

However, the accounting for cash 
disbursements by the doctors them- 
selves is one of the big problems of 
a medical practice. Often the doc- 
tors are too busy (and not sufficiently 
aware of the importance) to keep 
track of all their cash outlays. With 
high income taxes, the importance of 
accounting for all outlays is apparent. 

If the doctors must pay out cash for 
sundry items, they should present as 
soon as possible a proper voucher to 
the office accountant for reimburse- 
ment from the office petty cash, or 


have a cheque issued to the doctor 
to reimburse him for his payment. 


Office Expenses 

If a doctor's office is in his home, 
it is necessary to allocate for income 
tax purposes the expenses of main- 
taining the building between the 
medical practice and the personal use 
of his home. This is usually done by 
taking a percentage of the costs of 
maintenance of the property accord- 
ing to the space used by the medical 
practice (such as office, laboratory, 
waiting room, study, etc.) having in 
mind that often a more pretentious 
building may be required, with larger 
grounds, say on a corner, than would 
be necessary for just personal living 
quarters. 

If it is decided that one-third of the 
costs of the property would be a rea- 
sonable charge for the medical prac- 
tice, one-third of the expenses of 
maintenance and carrying the prop- 
erty could be allocated to the prac- 
tice. (See pro forma statement on 
pages 127-129). 


Automobile Expenses 

The operation of an automobile is 
usually an essential part of the cost 
of earning the income of a doctor's 
medical practice. If a doctor is op- 
erating a practice on his own and has 
one car which he also uses for per- 
sonal purposes, then a portion of the 
car expense must be considered, for 
income tax purposes, as personal use 
and not chargeable to the medical 
practice. 

If 25% is considered as the personal 
use of the automobile then the total 
expenses should be reported and 25% 
deducted therefrom for personal use. 
(See pro forma statement). 

If two cars are used, one for the 
medical practice and one for family 
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EXAMPLE OF CAR EXPENSE AGREEMENT 


or personal use, it may be that all the 
expenses of the car used for the medi- 
cal practice would be allowed as an 
expense of the practice, but the costs 
of the operation of the second car 
would be disallowed. 


In case of partnerships or clinics, 
an agreement may be reached be- 
tween the partners that the automo- 
bile expenses may be an expense of 
the partnership, less say 25% personal 
use. However, because each doctor 
may want to drive a different type of 
car, either a maximum car cost for a 
partnership basis could be used or, as 
all doctors likely drive cars, the car 
expenses could be treated as an ex- 
pense of the partnership in the annual 
accounts, but in making the distribu- 
tion of profits the total before car 
expense could be divided, and then 
each doctor claim on his tax return 
his own expense according to his act- 
ual outlays. This car expense could 
be claimed on the personal tax re- 
turns of the partners, and not shown 
as a partnership expense, or the car 
expense could be shown as an expense 
of the partnership but the distribution 
of profits would make the allowance 
for the individual partners’ car ex- 
penses, so that the net result would be 
the same. (See example above.) 


If the car expenses are shown as 








6 Riis Io «AO EHERE AI 8 ae OP SEE $100,000.00 
Share Allowable 
of Profits Car Expense Net 
....  $ 80,000.00 1,800.00 28,200.00 
aoe 30,000.00 1,600.00 28,400.00 
wei 25,000.00 1,000.00 24,000.00 
ates 15,000.00 1,000.00 14,000.00 
$100,000.00 5,400.00 94,600.00 




















expenses of the partnership but the 
distribution makes allowance there- 
for, the profits would be shown at 
$94,600.00, divided (as the net above): 


A $28,200.00 
B 28,400.00 
C 24,000.00 
D 14,000.00 94,600.00 





This latter method of showing the 
expenses is recommended since the 
partnership statement shows the car 
expenses of the partners as part of the 
cost of operation and the partnership 
as a whole approves such expendi- 
tures, even if the other partners’ car 
expenses do not affect the share of 
profits received by the individual 


partners. 


General Journal and Ledger 

The proper accounting of the cur- 
rent assets (including the patients’ ac- 
counts receivable control ), equipment 
and other fixed assets, capital and op- 
erations of a medical practice require 
the use of a general ledger and jour- 
nal. This, of course, is most import- 
ant where doctors are practising as 
partners. 

Too frequently the individual prac- 
titioner uses his annual income tax 
returns as the only record of his fixed 
assets. 
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Clinics 

Where several doctors are practis- 
ing together, a clinic type of operation 
by a partnership seems practical and 
useful. It enables the doctors to pool 
their office accommodation and staff 
such as receptionist, nurses and ac- 
counting personnel. Holidays and 
days off become practical without fear 
of loss of patients, and yet the ser- 
vice rendered is kept at a maximum 
of proficiency. 

The financial settlement between 
the doctors often poses a problem 
and the division must be such as to 
suit the particular circumstances. For 
example, the qualifications of a sur- 
geon may make his services more pro- 
ductive than those of a general prac- 
titioner. Then again, a senior doctor 
may have built up quite a practice, 
which if combined in a clinic, would 
require special consideration. Junior 
doctors joining a clinic may be on a 
salary basis at first, then a small par- 
ticipation, with adjustments upwards 
as they contribute to the growth of 
the clinic. 

A clinic with two senior practition- 
ers, a surgeon and three junior doc- 
tors might set up a basis of distribu- 
tion of profits from the medical prac- 
tite along the following lines: 


Share of 

Salary Profits 
Senior doctor . $10,000.00 30% 
Senior doctor 10,000.00 30% 
Surgeon 10,000.00 25% 
Junior doctor 8,000.00 5% 
Junior doctor 8,000.00 5% 
Junior doctor 7,000.00 5% 
Total . $53,000.00 100% 





The salary allowance would be de- 
ducted from the net profits before ap- 
plying the distribution on a percent- 
age basis. 


By partnership agreement the new 
doctors’ share of profits could increase 
say % of 1% per annum for 25 years 
with the older doctors reducing their 
share each year as they get closer to 
retirement. 


Death or Retirement of Partner 

The goodwill of a doctor’s practice 
is very difficult to value. When a 
doctor dies or retires from practice, 
his patients may decide they prefer 
some other doctor. With a clinic or 
partnership type of operation, settle- 
ment for goodwill and share of out- 
standing patients’ accounts receivable 
at date of death or retirement is an 
important factor since most medical 
practices operate on a cash basis. 

The partnership (or clinic) agree- 
ment should have a provision for the 
payment of the financial interest in 
the partnership at death or retirement 
of a doctor. 

With the recent amendment to the 
Income Tax Act whereby pension 
payment for the self-employed, with 
certain limitations, may be deducted 
from current taxable income, retire- 
ment pensions can now be provided 
for in a medical partnership. This, 
however, may be of practical benefit 
only to the younger doctors and the 
older men may find it too late to be 
of much use to them. 

Some arrangement for payment 
over a period of years on retirement 
can be provided under the partner- 
ship agreement, such as half salary 
or half participation in profits for five 
years or more. Such settlement would 
be in lieu of goodwill and unpaid pa- 
tients’ accounts. 

The use of life insurance may be a 
practical solution to the settlement of 
goodwill and share of the estate in the 
unpaid patients’ accounts at death of 
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a partner. The premiums on such in- 
surance can be charged to the indi- 
vidual partners’ accounts and not as a 
charge to the partnership in such a 
way that the cost of the insurance on 
partner A will be charged against 
partners B, C, D & E, and the cost of 
insurance on partner B will be borne 
by A, C, D & E, and so on. 

On death the insurance should be 
so arranged to pay the estate the 
whole interest of the deceased doctor 
in the partnership. 


Medical Building 

It usually happens that the capital 
contributed by the partners in a medi- 
cal clinic (or practice) varies con- 
siderably and it may be advisable to 
form a holding company to own the 
building used by the clinic for the 
medical practice. Such a building 
company can issue its capital stock in 
proportion to the capital contributed 
by the partners in the medical prac- 
tice without regard to the qualifica- 
tions of the doctor. In case of death 
or retirement of a doctor the capital 
stock could be left to the beneficiaries 
or the retiring doctor without upset- 
ting the operation of the medical 
practice. 

It is important, however, that the 
continuing doctors have the option to 
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buy the shares of a deceased partner 
in such a medical building company. 
It is equally important that a long 
lease, renewable at expiration, should 
be made between the medical prac- 
tice and the building company to as- 
sure the use of the building to the 
medical partnership at a fair rental. 
It may be practical to have the rental 
set on a basis whereby the medical 
practice pays, in addition to the rental 
charge, the municipal taxes, light, 
heat, water and ordinary repairs and 
maintenance of the building. 

The books and records of such a 
building company would of course be 
separate from those of the medical 
partnership, but would not need to be 
extensive. One book of original entry 
with four or five columns used as a 
cash book and at the back as a jour- 
nal, and a general ledger should be 
all that is required. 

General 

The keeping of proper records gen- 
erally may not be too difficult a prob- 
lem if care is taken in selection of 
adequately trained staff for the of- 
fice. Any extra expense required for 
good bookkeeping may be more than 
offset by the saving in revenue for 
the medical practice. A dollar saved 
is a dollar earned and good account- 
ing saves dollars. 


DR. X 


PRO-FORMA PROFIT ON MEDICAL PRACTICE 
For the year ended 31 December 1955 


REVENUE: 


Medical fees received in year (Cash Basis) (say) .................. $34,850.00 


EXPENDITURES: 
Professional services and supplies: 


Salary of assistant doctor ......... 
Other consulting doctor’s fees ..... 


Nurse's salary 


Medical and surgical supplies ..... 


Laboratory fees 
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Insurance on instruments and 


medical equipment ............... 50.00 
Laundry, linen, cleaning and miscellaneous 
medical expenses ................ 1,200.00 


Instruments and medical apparatus: 
Instruments purchased during year at cost 
not exceeding $50 each ........... $ 150.00 
Depreciation of instruments and medical 
apparatus at rate of 20% of net de- 
preciated balance at end of year — say 
PON METBNIONO Sick Sadek es Sasuaexs 200.00 


Building maintenance and operation: 
If medical premises rented — rent paid— 
say down town office ............. $ 800.00 
If premises owned by doctor 
and used both for practice 
and residence: 
Building maintenance and 
oo ee eee $ 400.00 
Supply detail of larger items 
— (Includes repairs, paint- 
ing and upkeep of build- 
ing, gardener, furnace 
help, window cleaning, 


etc. ) 
Fire insurance on buildings. . 60.00 
Fuel for heating premises 

(omid fasis) ........ 300.00 


(Not usual to consider any 
inventories on hand at 
beginning or end of year) 


Light, water and power ... 200.00 
Municipal real estate taxes for 
~ year (Business tax is a direct 
charge to practice) .. 340.00 


Depreciation of building ( If 
brick building 5% of net de- 





preciated cost) ....... 800.00 
Interest paid on mortgage on 
$2,400.00 


Less: Allowance for portion of 
house occupied by doctor's 
family 
(Should be a reasonable por- 
tion of total value of pre- 
mises) say 1/3 according to 
space used ..... wee 800.00 1,600.00 








$8,500.00 


2,400.00 


A 
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Office and administration expense: 





Salaries of clerical office staff ......... $3,000.00 
Audit and legal fees ..............6- 200.00 
Municipal business taxes ............ 150.00 
Office supplies, stationery and expense. . 400.00 
Medical TOONS: io ois ics css weewses 70.00 
Medical association fees ............. 100.00 
Medical convention expense .......... 200.00 
Interest paid on funds borrowed to fi- 
nance medical practice ............ 100.00 
Magazines and periodicals ........... 50.00 
Postage and excise stamps ........... 350.00 * 
Telephone and telegraph ............ 400.00 
Unemployment insurance ............ 100.00 
Malpractice insurance ............... 50.00 
Depreciation of office furniture — 20% 
of net depreciated cost ............ 180.00 5,300.00 
Transportation: 
Automobile expenses: 
i, . a re $ 550.00 
RUM Cot 6S ic ed 5 vad hones ead § 200.00 
Rams © esi M Sehr 8 5 dea dug wanna 90.00 
ENE: eho be beieawieeees 25.00 
PENN ETNA at cits torte, Seth std 85.00 
Depreciation (30% of net depreciated 
OR eatin wanes wae ek hal BS 650.00 
$1,600.00 
Less: Say 25% for personal use .... 400.00 1,200.00 
Total expenditures ...... salar — 17,750.00 
Profit for year from medical practice $17,100.00 





NOTES RE PRO-FORMA PROFIT AND LOSS ACCOUNT 


1. All salaries should be supported by the T4 return of wages and salaries filed 


by February 28 for the prior year. 


2. All expenditures should have available for support, if required, invoices from creditors, 


tax bills or other satisfactory vouchers covering such expenditures. 


8. Depreciation allowance is based on the net depreciated cost — the cost of the fixed 


asset less the accumulated depreciation (or capital cost allowance) allowed thereon by 
the Income Tax Department to the end of the prior year. 
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An example of automobile depreciation allowances follows: 





Undepreciated capital cost 31 December, 1954 ..................00.. $1,667.00 
Glar ercemeed 9050-— Godt... 2... occ icessanccveeae $2,700.00 
PID NI OO soos osc wie ce Salo e se caroleur 2,200.00 
MERU fey hc Masih toy Buln) oan gG. ewe ee OSE 500.00 
$2,167.00 
Depreciation at 30% (capital cost allowance) .................... 650.00 
Undepreciated capital cost 31 December, 1955 ...................... $1,517.00 
1956 depreciation claim would be 30% of $1,517 or ........... 455.10 
Leaving the undepreciated capital cost at 31 December, 1956...... $1,061.90 








4, Convention expenses are allowed up to two medical conventions anywhere and should 
be supported by air or train tickets and hotel bills. (If the wife went along, her 
share of the hotel bill and cost of her train or air ticket should not be claimed as an 
expense of the medical practice). If the doctor uses his own car, his travelling ex- 
penses will be covered in his claim for overall business use of the car. 


EFFECTIVE PACING 


Your pace in writing will depend on how carefully you have thought 
your way through your material. If you are thoroughly familiar with the 
path over which you want to take your reader, if you know what you want 
to highlight for him, and what is relatively unimportant, you have taken the 
first and most important step toward clear communication. Then let the 
number of your words be consistent with the importance of the material 
and you will proceed at a steady pace. That is the only way you can give 
your reader a sense of proportion, an understanding of the emphasis you 
want him to place on your words. Don’t fritter your main points away by 
playing them down so that they become lost, and don’t try to make a mole- 
hill of detail look like a mountain by piling word on unnecessary word. 
Said Mark Twain, “always dress a fact in tights; never in an ulster”. Notice 
the quaint directness and the heavy emphasis on equality in this medieval 
oath with which the nobles of Aragon swore allegiance to their king: “We 
who are as good as you, swear to you who are no better than we, to accept 
you as our King and sovereign lord, provided you observe our liberties; if 
not, not.” 


— “Written Communication in Business” by 
R. L. Shurter; McGraw-Hill Co. Ltd. 
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A Look at Commercial Failures 





in Canada 


JOHN G. W. SHAVE 


Wuy vw 1,150 Canadian businesses 
fail in the first nine months of 1957? 


Not because it was such a bad nine 
months. As a matter of fact, it was a 
remarkably good period with business 
activity at high levels. Yet, during the 
first nine months of 1957, Canadian 
commercial failures were up 18% in 
numbers (1,150 failures in 1957 vs. 
978 failures in 1956) and creditors’ 
losses were up 15% ($45.5 million in 
1957 vs. $39.4 million in 1956). 


This is not a happy picture, and it 
does not become much brighter by a 
closer look at the failure statistics for 
this period broken down by the di- 
visions of industry. (See tables on 
pages 134-5.) 

Before going much deeper, it 
should be pointed out that Dun & 
Bradstreet’s failure statistics include 
only businesses which failed with 
losses to creditors. Not counted as 
commercial failures are those which 
liquidated voluntarily and paid what- 
ever obligations were outstanding at 
the time they closed their doors. Be- 
low the relatively stable surface of 
Canada’s business population, many 
firms discontinue business every year, 
only to be replaced by an equal or 
slightly higher number. Some go out 
of business with sizeable losses to 
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those who put up the money, but 
while they do not look upon them- 
selves as having been business suc- 
cesses they were not counted by Dun 
& Bradstreet as the failures. Also not 
included in the Dun & Bradstreet 
tabulations are transfers of owner- 
ship. Therefore, the 1,150 failures 
reported in the first nine months of 
1957 are not necessarily the only 
businesses that ceased operations, but 
they were the ones which did so at 
the expense of someone else. 


Dun & Bradstreet has been gather- 
ing failure data since 1857. Its orig- 
inal purpose was to inform creditor 
grantors on the frequency of business 
failures as an element in appraising 
credit risk. In time, however, busi- 
nessmen, economists and other stu- 
dents of business trends have come to 
regard failure statistics, and particu- 
larly the trend of dollar failure liabil- 
ities, as a lead indicator in business 
trends. 


A study of Canadian failures by 
location shows that the bulk of the 
failures in the first nine months of 
1957 occurred in the more populated 
provinces of Quebec and Ontario. 
The Canadian failure picture by 
provinces in the first nine months of 
1957, as compared with the first nine 
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CANADIAN FAILURES BY PROVINCE 


Provinces 
Quebec 
Ontario 
Alberta 
British Columbia 
Manitoba 
Saskatchewan 
Nova Scotia 
New Brunswick 


Newfoundland 


months of 1956, is shown above. 
The record of Canadian failures by 


cities showed the following for the 
first nine months of 1957: 


Number Liabilities 

ENN os 030 33a 320 $7,444,000 
ee ee ere 146 6,197,000 
Vancouver ......... 26 1,868,000 
Winnipeg 18 1,034,000 
_ eee 31 840,000 
Quebec ....... 20 731,000 
TEA. cae 19 1,071,000 
Edmonton ..... 13 716,000 
Calgary ....... ll 1,118,000 
SOM! Ses ok ss 9 706,000 
Walifax ....... 5 126,000 
Regina . 4 1,042,000 
Saskatoon ....... 2 31,000 
a 4 310,000 
Saint John ........ 3 55,000 
Total 15 Cities . 631 $23,289,000 
Balance of Country 519 22,299,000 


Total Canada ... 1,150 $45,588,000 

At this point, a word or two is 
necessary to balance the picture. It is 
true on the one hand that commer- 
cial failures and resultant creditors’ 
losses are up. But, on the other hand, 
the 1,150 failures represent only a 





No. Liabilities (000) 

1957 1956 1957 1956 
553 515 $15,203 $14,274 
409 323 20,662 17,133 
52 14 2,369 686 
43 49 2,746 2,370 
38 32 1,801 2,836 
23 16 1,376 657 
15 4 690 244 
9 ll 239 493 
6 12 859 780 
2 2 143 20 
1,150 978 $45,588 $39,493 


very small part of the total Canadian 
business population. Total _liabili- 
ties of these bankrupt companies 
represent a very minor percentage of 
all the money being invested annually 
in Canadian industry. 

No, these failure figures are not an 
indication of disastrous and unpre- 
dictable change in economic condi- 
tions. Nor do they suggest cause for 
undue fright or lack of confidence in 
industry. What they tell us more 
than anything else is that business 
failures are an inevitable result of the 
increasingly keen competition which 
is so characteristic of the present time. 
This increase in competition can be 
attributed to the following factors: 

1. Beginning of many new busi- 
nesses. 

2. Enlargement of capacity by many 
older firms. 

3. Ability to execute more work be- 
cause of the availability of more 
and better equipment. 

4, Easy finance terms. 

5. Improvement in skill. 


In any event, there is the satisfac- 
tion of knowing that the kind of com- 





A LOOK AT COMMERCIAL FAILURES IN CANADA 133 


petition being experienced today is 
the kind that has resulted not from 
bad times, but good times. Because 
they are good, we can afford to look 
ahead with reasonable optimism. 


Objectivity Difficult to Achieve 

One basic problem in getting to the 
causes of business failures is to 
achieve informed objectivity. Actual- 
ly, the only person who really knows 
what happened to cause a business to 
fail is the man who failed. Un- 
fortunately, his answers may be 
tinged with emotion, and he will often 
find justification for his own actions 
and place the blame for the business 
failure in the wrong place. By the 
time he has calmed down enough to 
be objective, the facts may have be- 
come obscured. Creditors and former 
employees of the bankrupt are in- 
clined to be inaccurate in their 
opinion of the cause of failure. Since 
their best interests have been abused, 
they will see only one side of the 
picture. Competitors are most likely 
to depend on gossip for their in- 
formation as to the cause of failure. 

The further you get from the act- 
ual operation, the more difficult it is 
to know what actually happened. 
Therefore, Dun & Bradstreet in its 
studies of the causes of failure has a 
reporter make a final investigation of 
the account when the failure is re- 
ported. During this investigation, the 
reporter will interview, whenever pos- 
sible, a principal of the business. In 
addition, he refers to banks, suppliers, 
competitors and other outside sources 
to help form an objective opinion as 
to the cause of failure. When you 
add up the results of these investiga- 
tions a definite pattern of the cause of 
failures emerges and is well worth 


studying. 


Causes of Failure 


What is the cause of a business 
failure? One pattern has recurred 
consistently over the years in Dun & 
Bradstreet’s studies. A failure can be 
traced in most instances directly to a 
clearly identifiable human weakness 
on the part of the people running the 
business. This weakness was repre- 
sented either by human frailty, lack of 
know-how, lack of adaptability, or 
lack of proper financial management. 
These weaknesses are always present 
in some portion of the business com- 
munity. What is making them more 
costly now than ever before and caus- 
ing increasing numbers of failures is 
(1) the competitive pressures of an 
increasing number of concerns going 
into business, (2) the difficult and in- 
creasing cost-price squeeze in which 
all business iis finding itself, (3) ever 
changing patterns in consumer de- 
mand and corollary changes required 
in methods of doing business, and 
(4) lack of competence in manager- 
ial capacity and judgment. 

But why then during a period of 
“good times” in all phases of business 
should failures be up? Some may 
answer this with the rather wide- 
spread notion that failures are caused 
by business conditions. While it is 
true that general business conditions 
play their part in most failures and 
failures are one of the indicators of 
business conditions, the fact remains 
that the business that did not fail in 
the first nine months of 1957 operated 
within the framework of the same 
general business conditions as those 
that did fail. The answer would seem 
to lie in the proven fact that unusually 
high levels of sales and output en- 
courage many inexperienced people 
to start business in the hope of learn- 
ing as they go, while capitalizing 
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CANADIAN FAILURES BY DIVISIONS OF INDUSTRY 


Manufacturing: 

Ee ts oe isd eos ici Ss erecaia 
IEE es ee ha ong Saas cus tue S 
Porcst Products .............52% 
Paper, Printing and Publishing. ... . 
Chemicals and Drugs ........... 
SUR terres ke ls cs 
Leather and Leather Products... . . 
Stone, Clay, Glass and Products .. 
RMR UNIE IN 5 ces owssdie oasce Weis 
DING Foro ion ies Son unmurcnae 
Transportation Equipment ........ 
NEEM osreb de san se wiosircincieias 


Total Manufacturing ............ 


Wholesale Trade: 

Farm Products, Foods, Groceries. . . 
Clothing and Furnishings ........ 
Dry Goods and Textiles ...... 2a 
Lumber, Bldg. Materials, Hdwe.. . 
Chemicals and Drugs ............ 
I Ra is Di 
Automotive Products ... 
Supply Houses ....... 

OE Ce 


Total Wholesale Trade .......... 


Retail Trade: 

RE be be Pcs see alban eke 
Farm Supplies, General Stores .... 
Seneral Merchandise ............ 


EN es aati ee cee ul 


Furniture, Household Furnishing .. 
Lumber, Bldg. Materials, Hdwe. .. 
Automotive Products ............ 


Construction: 


General Contractors ............. 
Carpenters and Builders .......... 
Building Sub-Contractors ........ 
Other Contractors .............. 


First Nine Months, 1957 
No. Liabilities 
1l $ 521,000 
24 1,299,000 
83 2,363,000 
13 399,000 
4 188,000 
2 224,000 
13 686,000 
6 383,000 
8 1,285,000 
9 313,000 
2 16,000 
29 2,577,000 
154 10,254,000 
24 1,175,000 
8 63,000 
5 147,000 
1l 861,000 
2 11,000 
1 26,000 
2 60,000 
40 1,884,000 
88 4,227,000 
81 $ 1,171,000 
22 419,000 
23 605,000 
98 2,090,000 
89 2,640,000 
33 1,180,000 
93 2,082,000 
78 1,285,000 
5 104,000 
56 1,089,000 
578 12,665,000 
111 10,330,000 
12 225,000 
123 4,804,000 
8 612,000 
254 15,971,000 


First Nine Months, 1956 
No. Liabilities 
1l $ 507,000 
36 3,449,000 
35 2,798,000 
10 359,000 
2 30,000 

1 80,000 

7 350,000 

6 248,000 
1l 1,775,000 
10 1,617,000 
6 1,429,000 
21 1,767,000 
156 14,359,000 
21 1,113,000 
4 57,000 

6 242,000 
10 1,017,000 
3 85,000 

2 24,000 
32 2,325,000 
78 7,401,000 
77 $ 985,000 
27 957,000 
16 297,000 
61 1,443,000 
81 2,691,000 
$1 928,000 
65 1,391,000 
80 947,000 
6 87,000 
39 524,000 
483 10,250,000 
80 3,642,000 
10 229,000 
90 5,203,000 
5 249,000 
185 9,323,000 
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CANADIAN FAILURES BY DIVISIONS OF INDUSTRY (Cont'd) 


First Nine Months, 1957 First Nine Months, 1956 
Commercial Service: No. Liabilities No. Liabilities 
Cleaners, Dyers, Tailors ........ 9 96,000 ll 154,000 
Haulage, Buses, Taxis, Etc. ...... 23 659,000 29 392,000 
ERO ein heii Soe sae ee 9 1,230,000 8 432,000 
RRM eis Ee panties sd SPS 3 7,000 5 76,000 
PENN eS ces Pt ane Oss _ — 1 67,000 
MR eign but 32 479,000 22 827,000 
Total Commercial Service ........ 76 2,471,000 76 1,448,000 
PH I be ss ed wae ee 1,150 45,588,000 978 39,493,000 


on the prevailing general prosperity. 
Basically, a businessman’s own ability 
—and not the economic climate of the 
time — counts most in a successful 
business operation. 


Here is the study of the causes of 
failure that Dun & Bradstreet did on 
the 1,150 Canadian business failures 
that occurred in the first nine months 
of 1957. 


Disaster: 11 failures, or 1.0% of the 
total failures reported in the first nine 
months of 1957, were attributed to 
disaster caused by fire (0.5%), em- 
ployees’ fraud (0.1%), and strike 
(0.1%). Another 0.3% were for other 
reasons which seemed to belong 
under the classification of disaster. 
Even though it might be said that 
these were “Act of God” failures, most 
of them could have been prevented 
through proper insurance. 


Fraud & Neglect: The number 
and percentage of bankruptcies in 
which fraud and neglect played a 
part seem to run fairly constant over 
the years. These failures result from 
a personal weakness on the part of 
the principal — a moral lapse, dis- 
honesty, or fraud. They are present 
in any economy, but appear more in 
times when pressing competition 
creates strains which lead to tempta- 


tions to take the easy way out of 
financial predicaments. During the 
first nine months of 1957, three 
failures or 0.3%, resulted from fraud 
or fraudulent intent on the part of 
the principals of the business. This 
was reflected by misleading name 
(0.1%), false financial statement 
(0.1%), and irregular disposal of as- 
sets (0.1%). A somewhat larger, but 
still small, percentage of failing busi- 
nesses was classified as due to neglect. 
The apparent cause of neglect in 
0.6% of the cases was poor health, and 
bad habits caused neglect in another 
0.6%. As a whole, neglect as a cause 
of failure added up to 1.4% or 16 
of all failures for the first nine months 
of 1957. 


Inexperience: The bulk, 96.7% or 
more than nine out of ten, were man- 
agement failures. Here is how the 
category of inexperience failures in 
the first ten months of 1957 was 
broken down: 


% No. 

Lack of managerial 
emperience ........:.: 86.5% 420 
Incompetence ........... 33.6 387 
Unbalanced experience .. 20.1 231 

Lack of experience 
dn the MiG: 2... ord "6S 75 
96.7% 1,113 
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This group was further analyzed 
by the surface causes, or the reasons 
given as excuses, for failure: 


% No. 
Inadequate sales ........ 49.6%, 570 
Receivables difficulties .... 26.1 800 
Competitive weakness .... 24.2 278 
Inventory difficulties .... 11.7 185 
Excessive fixed assets .... 11.1 128 
Poor location ........... 6.8 78 
Heavy operating expense.. 5.7 66 
RMR ost ee ie ean hn 23 26 


Because some failures are attrib- 
uted to a combination of apparent 
causes, these figures add up to some- 
what more than 96.7% of the failures 
analyzed in this group. 

As we study the above picture, it is 
clear that the basic problem in 
failures is lack of management experi- 
ence and ability. It might also be 
stated as a lack of the merchant in- 
stinct and the desire to serve. Of 
course, this is a broad statement and 


perhaps a little disappointing because 
of the difficulty in doing something 
about it. We certainly cannot say that 
only experienced persons can go into 
business, and if we were to limit the 
joys and sorrows of being an owner to 
those who could demonstrate apti- 
tude, we would be doing those turned 
down a thankless favour. 

It goes without saying that a suc- 
cessful business does not just happen; 
it is the result of deliberately calcu- 
lated and carefully followed policies. 
Businesses will not run themselves 
and are merely reflections of the cap- 
abilities of the men behind them. A 
success does not just happen; neither 
does a failure. The basic considera- 
tion in the success or failure of a busi- 
ness is the owner's ability, on a con- 
tinuing basis, to make wise decisions 
compatible with the economic times, 
to buy wisely, to sell only as much as 
he can afford to sell and to grow with 
his business. 


SIGN OF THE TIMES 


“I can always tell when we are heading for a recession,” claimed one 


businessman the other day. 


His signal? “Before every major dip in business the public wants to 


buy pointed shoes.” 


— “Pathfinder” in The Financial Post, Dec. 14, 1957 
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Branch Accounting at the 
Wholesale Level 


ARTHUR J. E. CHILD 


SIMPLICITY Is paramount in setting up 
accounting procedures in a whole- 
sale branch. In most _ industries 
wholesale branches are in a highly 
competitive field; furthermore, a 
wholesale branch may be discarded 
in favour of alternative methods of 
distribution, if the latter is cheaper. 
Therefore, simplicity of accounting 
procedures means minimum costs. 
Service to customers is often in di- 
rect ratio to simplicity of internal or- 
ganization. It is just as important 
to give a fast reply to a customer's 
inquiry as it is to give fast delivery 
service. Many people do not realize 
the damage to customer relations if 
an office clerk takes an undue amount 
of time to look up something in con- 
nection with a customer's account. 


Orders and Invoices 


Clerical functions at a wholesale 
branch start with the order taken 
from the customer. This order may 
be taken by a salesman in person, 
over the telephone, or by the custo- 
mer calling at the branch. If pos- 
sible, the form ‘on which the order is 
written should also be used as the in- 
voice. In some businesses a pre- 
printed order-invoice form is feasible, 
on which a salesman or the order- 
taker need only insert the quantity 


ordered. In a small branch, the tele- 
phone order-taking can be done by 
the telephone operator. In a larger 
unit, a separate telephone order staff 
will be necessary. 


The invoice is the document which 
moves the goods from the warehouse 
to the customer. The minimum num- 
ber of copies is two: one for the cus- 
tomer and one for the company. Per- 
sons responsible for branch account- 
ing procedure often overlook this fact, 
and allow multiple-copy invoices to 
creep in which are not really needed. 
Unless the volume of invoices is ex- 
tremely large, machine processes for 
invoicing are not economical in a 
wholesale branch. Clerks can be 
trained to complete invoices by hand 
with speed and accuracy. 

In small operations invoices may 
even be completed by shippers and 
warehousemen, as long as a sensible 
system of check and control is insti- 
tuted. It is imperative, of course, that 
invoices should be checked for mathe- 
matical accuracy before going to the 
customer and they should go to the 
customer with the goods, whether the 
branch has its own delivery system 
or uses other delivery methods. Again 
this is to maximize service and mini- 
mize cost. 
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With a proper organization of 
workflow, a single copy of the invoice 
can be used internally for sales an- 
alysis, accounts receivable and filing. 
It is imperative that invoices be filed 
each morning, so that salesmen and 
customers can get information about 
shipments with minimum delay. 


Sales Analysis 

Sales analysis can be as simple or as 
elaborate as management wishes. It 
can range all the way from a simple 
listing of dollar sales for the branch 
as a whole, to an analysis of the 
weight and value of each product 
sold, sometimes even showing the 
margin of profit made on the sales, 
with all this information compiled for 
each sales territory and for the branch 
as a whole. Management must de- 
cide where to compromise between 
these two extremes. 

As with invoices, a very large vol- 
ume of business might make machine 
accounting (punched cards, for 
example) economically feasible, in 
which case sales analysis is a simple 
by-product of the machine process in- 
volving sorting, summarizing and list- 
ing. It makes very little difference in 
cost whether the analysis is simple or 
~ elaborate. Normally, however, in a 
wholesale branch with its own ac- 
counting system, sales analysis con- 
sists of adding-machine listings or 
hand-postings on sales analysis sheets. 
The extent of the sales analysis will 
depend upon the number of products 
sold and the degree to which manage- 
ment needs to know the sales move- 
ment of various lines. 


Analysis by Product and Territory 
If the wholesale branch hahdles 
only a few products of similar nature, 
simple adding machine listings will 
suffice to keep abreast of sales flow 


daily, weekly or monthly. At the other 
extreme is the branch whose items 
may run to a thousand or more, di- 
vided into a number of product cate- 
gories. In this case it will probably 
not be necessary to know each week 
the sales of every item, but there 
should be an analysis by general pro- 
duct categories. 


There should also be a separate 
sales analysis for each sales territory. 
In practice, this will mean that in- 
voices will be sorted each day into 
sales territories. There will be a sales 
analysis sheet (assuming a hand-post- 
ing system) for each salesman on 
which each sale will be posted under 
its respective general product head- 
ing. Quantity and/or value of each 
sale will be posted, depending upon 
the nature of the business. At the 
close of the week or of the month, the 
totals on the sales analysis sheets for 
each sales territory will be brought to- 
gether on a master sales analysis 
sheet, thus giving the picture for the 
branch as a whole. Obviously the 
same idea can be carried out by post- 
ing machines if circumstances war- 
rant. 


Whether sales analysis totals will be 
prepared daily, weekly, or monthly 
depends upon management require- 
ments and the nature of the business. 
In a large-volume industry the branch 
manager will probably wish to keep 
abreast of his operations every day 
and therefore will require at least a 
memorandum total of daily sales. He 
will require a complete and balanced 
sales analysis each week, thus en- 
abling him to detect weak spots in 
the sales picture, either by product or 
by salesman. Of course at a branch 
where the items are large and sales 
are few in number, sales analysis is 
neither a requirement nor a problem. 
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Sales Management 

The primary purpose of sales anal- 
ysis in a branch is that it be a tool 
of sales management. As mentioned 
above, it enables the branch man- 
ager to detect the products and areas 
requiring his attention. Furthermore, 
it gives each salesman a picture of his 
own efforts if a sales statement is pre- 
pared for him on a weekly or a 
monthly basis. Most salesmen receive 
a statement showing quantities or 
values sold. In some industries this 
is carried further and the salesman is 
shown the profit or loss on his sales, 
before and after expenses. To do this 
it is necessary that a profit margin be 
calculated for each sale when doing 
the sales analysis. This is not so dif- 
ficult as it may seem if the sales anal- 
ysis clerk is equipped with cost data. 


Costing 

Costing at a wholesale branch is 
relatively simple. Since there is no 
manufacturing, the initial cost is 
simply the price delivered to the 
branch of all goods received. There 
is usually a common warehouse and 
shipping and clerical staff for all pro- 
ducts handled at the branch, so that 
the addition of expenses to delivered 
prices can be done on an average 
basis. That is, the total expenses of 
management, selling, warehousing, 
shipping and clerical can be ascer- 
tained for any given period and di- 
vided by the quantity handled, thus 
giving an average cost per unit or per 
pound. Obviously this is a very gen- 
eral statement of principle; the ex- 
pense categories, the periods of ‘time, 
and the units of measurement will be 
worked out according to local needs. 
In a branch of large and fairly regular 
sales volume, it will not be difficult 
for a manager to keep costs in his 
heed in order to set prices quickly 


as soon as the laid-down price is 
known. 


This leads to the comment, of 
course, that pricing policy at whole- 
sale branches varies considerably. In 
some industries prices are dictated by 
the head office. In others, for example, 
the food business, the branch man- 
ager sets his own price, based on 
laid-down cost, the expense of oper- 
ating the branch, and changes in the 
market. He may even allow his sales- 
men to do the same if market condi- 
tions are fluid, which means that he 
must in turn equip them with ade- 
quate knowledge of costs. In such 
cases it is mandatory that the sales- 
man’s statement show profit and loss 
as well as sales volume. 


Inventory Control 

In addition to serving as a tool of 
sales management, sales analysis 
serves two other purposes. Sales 
analysis totals, at the conclusion of 
each accounting period, are carried 
into the credit side of the profit and 
loss statement. They also form the 
“out” entries for inventory control. 
Inventory control at a wholesale 
branch is important for three reasons: 


1. To keep sales people readily in- 
formed of quantities of product in 
stock. 

2. To provide one of the important 
segments of the profit and loss 
statement, especially if the profit 
and loss statement has product 
categories. , 

3. To guard against theft. 

Generally speaking, inventory con- 
ivol at a wholesale branch will be 
one of three types: 

1. Physical segregation of items into 
bins or compartments and con- 
trolled by bin card. 
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Use of stock ledger, the so-called 

“book inventory” system. 

3. Physical inventory taken weekly 
or monthly, without any other re- 
cords except those made at time 
of physical inventory. This must 
coincide with fiscal closing. 

There is no rule as to the use of the 
above. Each industry must decide 
which suits its needs best. The first 
two are on a continuing basis and re- 
quire that clerks be trained in metic- 
ulous accuracy. Both systems require 
a physical inventory periodically, say 
yearly or half-yearly. Obviously post- 
ings must be made daily if the sales 
force is to have correct stock informa- 
tion. The third system is usually 
necessary where products are subject 
to shrinkage and/or do not come in 
standard quantities. If those who take 
the inventory are highly trained, the 
system provides maximum accuracy 
for profit and loss purposes and theft 
control. 

Stock-taking teams should be 
changed every so often. A physical 
inventory system, even if used week- 
ly, need not be a burden if sufficient 
stock-taking teams are used, if train- 
ing is good, if warehousing is good, 
and if inventory sheets are adequately 
‘prepared beforehand. As soon as the 
inventory is physically taken, the 
sheets should be turned over to clerks 
who can complete the necessary 
mathematics quickly and accurately. 
Inventory pricing can be done before- 
hand by the branch manager or mem- 
bers of the staff who are qualified to 
de so. Pricing of branch inventories 
is usually at delivered cost. 


bo 


Accounts Payable 

A self-contained wholesale branch 
will pay for its own purchases and 
expenses. An elaborate accounts pay- 
able system is not necessary, since 


the inventory records will usually 
provide cost information, and the 
branch manager is not particularly in- 
terested in any statistics of purchases 
and suppliers. Major purchases, of 
course, will be from its own manufac- 
turing plant or central warehouse. 
Therefore, a simple voucher system is 
usually adequate in a wholesale 
branch. Such a system will be facil- 
itated if payments are made upon re- 
ceipt of invoice, rather than taking 
the full term of payment allowed by 
the suppliers. This will not be as cost- 
ly as it may seem since a wholesale 
branch usually buys only supply items 
of a minor nature and incidental items 
of merchandise. In a small commun- 
ity, prompt payment is good public 
relations. 


Voucher System 

A voucher system of accounts pay- 

able involves three documents: 

1. The invoice of the supplier 

2. The receiving record of the branch 

3. The bill for inward freight or cart- 
age, if applicable. 

When all three documents have 
been received and matched up, pay- 
ment can be made at once with a 
cheque register sheet as a book of 
entry. Distribution on the debit side 
will be to purchase or expense anal- 
ysis, on the credit side to the bank 
account. In a branch, depending 
upon the volume of business, pur- 
chase vouchers are usually matched 
up once or twice a week and cheques 
written at that time. With this sys- 
tem, it is very important that the re- 
ceiving record be filled in by the per- 
son checking in the goods, without 
reference to the vendor’s invoice. This 
is a somewhat difficult routine to en- 
force because of the human tendency 
to be careless or lazy about receiving 
and to depend on the vendor's figures 
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rather than one’s own. The office 
clerk will later compare the quantity 
charged by the vendor and the quan- 
tity checked in by the receiver. If 
they disagree, he will then investigate. 


Purchase Analysis 


Purchase analysis at a wholesale 
branch is necessary for profit and loss 
purposes and inventory control. All 
goods received at the branch, whether 
from the parent plant or from outside 
suppliers, must be analyzed into the 
same categories that sales are anal- 
yzed for profit and loss purposes and 
inventory control. Therefore, the 
purchase analysis sheet will follow the 
same lines as sales analysis, except 
that only one purchase analysis sheet 
is needed for the branch as a whole, 
sales territories not being involved. 
Postings to purchase analysis will be 
from the invoice or shipping docu- 
ments of the parent plant and from 
the purchase vouchers as controlled 
through the cheque register. The 
total of the purchase analysis sheet 
will balance with the totals of these 
two sources. 


Profit and Loss Statement 


Finally, the profit and loss state- 
ment is the all-embracing tool of 
branch management, if the branch is 
self-contained and relatively autono- 
mous. The orthodox conception of a 
profit and loss statement is not usual- 
ly applicable to a wholesale branch. 
There is no manufacturing element, 
and the weekly or monthly profit and 
loss statement can be used as an op- 
erating tool rather than merely as a 
financial record. 

A comprehensive profit and loss 
statement at a wholesale branch can 
show the following: 

1. Sales in quantity and value by 
general product categories. 


2. Closing inventory by general pro- 
duct categories. 

8. Profit or loss by general product 
categories before and after ex- 
penses. 

A profit and loss statement such as 
the above will give the branch man- 
ager the following information: 

1. His weekly or monthly sales, by 
general product categories, thus 
eliminating the necessity of a sep- 
arate sales record. 

2. The state of his inventory at the 
close of the week or of the month, 
thus eliminating the need for any 
other inventory summary and pro- 
viding the manager with his in- 
ventory position for purposes of 
sales pressure or re-ordering. 

8. Margins of profit or loss before 
and after expenses, thus revealing 
weaknesses in the market, in pric- 
ing, or in sales effort. 


Necessity for Speed 


All of the above can be placed on 
a single sheet. At this point, speed is 
again worthy of mention. Whether 
the profit and loss statement be pre- 
pared on a weekly or monthly basis, 
its completion should be a matter of 
hours, not days, after the close of the 
fiscal period. This is possible if the 
fiscal closing is highly organized so 
that the sales cut-off, the purchase 
cut-off and the taking or summariza- 
tion of inventories are all timed to 
dovetail with one another. Speed in 
closing must be demanded of the 
warehouse and clerical staff but the 
routines in themselves are simple. 
The man in charge of the branch 
office must be a person who is seized 
with the need for a speedy closing 
and demands perfection in clerical 
endeavour. 


The need for a speedy fiscal closing 
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at a wholesale branch is again large- 
ly a matter of cost. If a closing can 
be completed in six hours instead of 
six days, it is obvious that there will 
be a considerable saving in clerical 
staff. Furthermore, the clerical staff 
will not be occupied with the closing 
for days at a time to the detriment of 
the service they are expected to give 
to management and customers. All 
clerical staff at a wholesale branch, ir- 
respective of their normal duties, 
usually participate in the weekly or 
monthly closing in order to speed the 
process. A speedy closing, of course, 
is invaluable to management in pro- 
viding a picture of operations before 
they become past and useless history. 


General Ledger 


The profit and loss statement is the 
principal document of management 
at a wholesale branch. However, in a 
self-contained unit, all segments of 
the business will be brought together 
into the general ledger. At the close 
of any fiscal period all totals from 
subsidiary records will be brought by 
means of journal entry into the gen- 
eral ledger, and the profit and loss 


statement will be summarized into 
one figure in the profit and loss ac- 
count in the general ledger. The gen- 
eral ledger itself will be summarized 
at the close of each fiscal period, in 
a balance sheet, or perhaps on a 
simple trial balance. 

Where a company has a number of 
wholesale branches, a standard branch 
trial balance form is usually used, 
rather than a balance sheet form. 
These trial balances are then brought 
into the general balance sheet at the 
head office. They can be as simple as 
possible because there is little need 
for them at a wholesale branch whose 
entire energy is directed at sales. 


The above is a brief outline of ac- 
counting procedures as they exist to- 
day in many wholesale branches. In 
the offing, but not yet here, are input 
devices which may transfer all branch 
clerical and accounting work to cen- 
tral computers. Even if such methods 
are justified from a cost standpoint, 
care should be taken that two things 
are not lost: service to customers and 
providing management with all the 
tools necessary to operate a success- 
ful branch. 


PUBLIC RELATIONS 


Attitudes expressed through actions are the determining factors in public 
relations. The techniques employed to make those attitudes and actions 
known, and appreciated, are the mechanics of the profession. But just as a 
mechanical machine cannot improve a badly designed product, so the best 
and most efficient techniques cannot improve public relations which are 


built upon poor or unethical attitudes. 


— “The PR in Profit” by Leonard L. Knott; 
McClelland Stewart Ltd., 1955. 
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Ascertainment of Profit in Business 


A review by J. B. Wight, C.A. of papers presented at the Seventh 
International Congress of Accountants, Amsterdam, Sept. 1957. 


Tue SEVENTH International Congress 
of Accountants was held in Amster- 
dam during the second week in Sep- 
tember. One of the subjects discuss- 
ed was “Ascertainment of Profit in 
Business” which took the form of a 
panel discussion at the morning ses- 
sion on September 13. The panel 
chairman was Weldon Powell, C.P.A. 
of the American Institute of Certified 
Public Accountants. 

As a part of the panel discussion, 
papers were presented by the follow- 
ing representatives of six different 
countries: Ira N. Frisbee, C.P.A. from 
the United States, C. I. R. Hutton, 
B.A. (Oxon.), C.A. from Scotland, 
Professor Palle Hansen from Den- 
mark, G. L. Groeneveld from the 
Netherlands, Professor Leopold L. 
Illetschko from Austria and Emile 
Mangal from Belgium. 


After reading all six papers, several 
observations in particular stand out 
in the mind-of this reviewer. The 
first is in regard to the completely 
different tacks taken by the six speak- 
ers in covering the main argument ex- 
pressed in each paper. This is not to 
say that the views of the various 
speakers are divergent but rather that 
the approaches to the overall subject 
are different. 


The theme of Mr. Frisbee’s paper, 
for instance, is that the profit and loss 
statements of today do not provide 
sufficiently for decreases in purchas- 
ing power. He makes the rather in- 
teresting observation that interest in 
the effects of the changing price levels 
upon business profit appears to vary 
according to the amount of inflation 
being experienced. He says the prob- 
lem receives little attention if prices 
are relatively stable or slowly creep- 
ing upward and that interest is really 
only stimulated when prices are ad- 
vancing rapidly, as was the case in 
the United States during the six years 
from 1946 to 1951, inclusive. In con- 
trast, he mentions the period of price 
stability from 1952 on. His conclu- 
sion on this topic is that as yet there 
has been little, if any, use made of 
any method of adjusting for price- 
level changes among accountants and 
business enterprises in the United 
States. This would, of course, ap- 
ply also in Canada. 


Mr. Hutton discusses the problems 
accountants in the United Kingdom 
have encountered in determining 
business profits and of the progress 
achieved since the introduction of 
the Companies Act in 1948. Professor 
Hansen’s paper puts forward a good 
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argument on the merits of the eco- 
nomic accounting concept while Mr. 
Groeneveld, Professor Illetschko and 
Mr. Mangal deal with the replace- 
ment value concept, realization values 
and inventory valuation problems, re- 
spectively. 

The second observation of this re- 
viewer concerns the greater degree of 
practicability in the views expressed 
by Mr. Frisbee and Mr. Hutton than 
in those expressed by the panelists 
from the European countries. Some 
of the arguments of the latter group, 
while perhaps being theoretically 
sound, would be very difficult ‘to put 
into practice. In fairness, it should 
be mentioned that a most practical 
view is taken by all panelists as to 
other problems such as the effect of 
income taxes on financial reporting. 


Ira N. Frisbee (U.S.): As mention- 
ed previously, the paper presented by 
Ira N. Frisbee, C.P.A., of the Ameri- 
can Institute of Certified Public Ac- 
countants, is of particular interest. It 
deals mainly with the changing value 
of money and suggests that the an- 
nual statement of income might be 
termed a “tentative statement of pro- 
fit” since such a statement, although 
accurate in the monetary units in 
which it is presented, is not likely to 
be accurate from the standpoint of 
economic income because of changes 
in economic value of those monetary 
units. As an example, it cites the case 
of a person who invests $100,000 and 
ten years later, during which time the 
value of the dollar has changed so 
that it now only buys one-half of 
what it did at the beginning of the 
period, receives on sale $200,000. Mr. 
Frisbee wonders if the investor de- 
rives any real satisfaction in recover- 
ing the same purchasing power that 
he originally invested if he has had no 
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spendable income during the period 
of his investment. In this particular 
case, all the investor could say is 
that his capital was not dissipated 
because the receipt of $200,000 would 
not result in any spendable income. 
Mr. Frisbee asks if this is not some- 
thing the investor should be made 
aware of during the ten-year period 
when operating results are being re- 
ported to him. He says that if divi- 
dends had been paid to the investor 
during the ten-year period as a result 
of accounting methods which failed 
to recognize the decreasing value of 
the dollar, the stockholder would 
think that he was receiving spendable 
income whereas he might only be re- 
ceiving part of his original invest- 
ment. 

Mr. Frisbee also suggests that eco- 
nomic profit should be recognized as 
being important to the corporate off- 
cials who are responsible for the man- 
agement of business enterprises be- 
cause it is the duty of management 
executives to protect the investment 
of the stockholders. This requires a 
measurement of the effect of price in- 
creases upon the capital requirements 
of the enterprise. Mr. Frisbee feels 
that a comprehensive picture of the 
financial status of a business and of its 
future capital requirements is not ne- 
cessarily obtained by stating assets on 
the basis of historical cost since if a 
portion of the assets are stated at 1939 
dollars whereas other assets are at 
1946 dollars, and still others are quot- 
ed in a mixture of 1956 and 1957 dol- 
lars, the resulting measurement of the 
capital requirements may be quite 
misleading. He argues that if, in 
ascertaining profit, the expenses are 
determined by recording either the 
sale or use of assets which are stated 
in out-of-date dollars, the resulting 
net profit may not be available to the 
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investors for it may be partly or en- 
tirely needed to replace the assets 
sold or consumed. Thus it may be 
capital required to continue the same 
volume of operations without expan- 
sion of plant or of inventories. 


It is Mr. Frisbee’s feeling that “to 
the extent such a monetary profit is 
required to continue operations which 
are identical with the past operations, 
it is difficult to find any basis for 
labelling it as a profit. In order to 
measure the extent of the misnomer 
or to avoid its creation in the ac- 
counts, requires continuing adjust- 
ments within or without the books of 
account.” 


Mr. Frisbee refers to papers pre- 
sented at the Sixth International Con- 
gress in 1952 on the subject “Fluctu- 
ating Price Levels in Relation to Ac- 
counts”. He notes that virtuaily all 
of the speakers at that congress were 
in favour of eliminating at least part 
of the effects of fluctuating price 
levels in the ascertainment of profits. 
“Some favoured an adjustment only 
in the historical cost of fixed assets, 
and of depreciation, to be made at 
periodic intervals when an appreci- 
able change in value has occurred.” 
The revaluation dates would appar- 
ently be infrequent and at those dates 
the plant assets would be valued at 
current prices and depreciation would 
be based, until inflation became 
marked, on the current level of prices. 
Mr. Frisbee points out that this view 
has been supported in England and 
that, for instance, the financial state- 
ments of Imperial Chemical Indus- 
tries Limited show that a revaluation 
of physical assets took place as of 
January 1, 1950 with the allowance 
for depreciation determined on the 
revaluation basis. 


Other speakers apparently support 


the thesis that replacement values 
should be recorded annually upon the 
books and in the financial statements 
in order to state correctly the profits 
of the enterprise and the amount of 
capital employed. The replacement 
value theory is being used by a num- 
ber of companies in the Netherlands 
and mention is made of the fact that 
the annual reports of N. V. Phillips’ 
Gloeilampenfabrieken present the 
property, plant and equipment on the 
basis of replacement value less de- 
preciation, the inventories also being 
shown at replacement value. “These 
replacement values are determined 
by means of indexes measuring the 
price trends of the various assets. An 
account called revaluation surplus is 
credited or charged with the changes 
in the replacement values. Profits are 
ascertained by calculating deprecia- 
tion expense on the replacement 
values of the property, plant and 
equipment and by using replacement 
values for raw materials and other 
elements of cost of sales.” 


In the balance of his most interest- 
ing paper, Mr. Frisbee discusses the 
importance that income taxes have in 
current accounting thinking, and he 
illustrates this by referring to the 
growing use in the United States of 
the Lifo method of accounting for in- 
ventories and cost of sales. He also 
deals with the cash and accrual bases 
of accounting and feels that although 
the latter is essential, “it raises many 
questions as to the time when income 
is to be included and when the ex- 
penses and provisions for losses are 
to be deducted to ascertain business 
profit”. 


C. I. R. Hutton (Scot.): In his pa- 
per, C. I. R. Hutton, B.A. (Oxon), 
C.A., of the Institute of Chartered 
Accountants of Scotland, states that 
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the historic cost basis is normally used 
in preparing financial statements in 
the United Kingdom. It is interesting 
to note from his paper that “prior to 
the passing of the Companies Act, 
1948 the balance sheet of a U.K. 
company showed a legally ‘true and 
correct view’ of the state of affairs 
even if the fixed assets had been over- 
depreciated, the stock-in-trade under- 
valued and the liabilities swollen by 
provisions for unimaginable contin- 
gencies. There was no statutory obli- 
gation that the profit and loss account 
should be ‘true and correct’ and it was 
not illegal to make undisclosed trans- 
fers to hidden reserves before striking 
the disclosed profit of the year. Un- 
disclosed transfers from hidden re- 
serves to swell the disposable profits 
had gone out of fashion after the 
Royal Mail case, but consolidated 
accounts were not called for and 
holding companies could, and many 
did, disclose only such part of the 
subsidiaries’ profits as they chose to 
receive by way of dividend”. The 
1948 Act apparently provided the re- 
form that was required in that, for 
the first time, attention was given to 
the contents of the profit and loss 
account designed to show the “true 
“and fair” profit of each year and re- 
veal the fluctuations between one 
year and another. It is rather sur- 
prising to find that banks and insur- 
ance companies are exempt from this 
general rule on the grounds that if 
they were obliged to disclose a true 
and fair profit for the year, it “might 
endanger the confidence which these 
important institutions enjoy both at 
home and abroad”. 

The Companies Act, 1948 requires 
disclosure of comparative figures for 
the immediately preceding financial 
year of all items shown in the balance 
sheet and profit and loss account. Mr. 


Hutton also mentions that for pros- 
pectus purposes, the Act requires dis- 
closure of the profits or losses for 
each of the preceding five years and 
that, in practice, the five years are 
usually increased to ten to meet stock 
exchange requirements. 

In regard to the relationship be- 
tween taxable and reported incomes, 
Mr. Hutton notes that they are essen- 
tially the same. The most striking 
difference appears to be with respect 
to a form of accelerated depreciation 
allowed for tax purposes. 


In discussing inventory valuation, 
Mr. Hutton mentions that the Royal 
Commission on the Taxation of Pro- 
fits and Income, in its report issued in 
1955, suggested that the trader should 
have an option to value his stock on 
any one of a number of bases includ- 
ing one transported from North Am- 
erica which embodies something 
from both the base stock and Lifo 
methods. He suggests that although 
the recommendations of the Royal 
Commission aroused some interest in 
professional circles, past experience 
in the United Kingdom has been that 
the government plays little attention 
to reports by Royal Commissions on 
tax matters and accordingly he sees 
little prospect that these particular 
suggestions will be translated into 
legislation at an early date. 


Palle Hansen (Denmark): Professor 
Palle Hansen from Denmark is an ad- 
herent of the economic concept of ac- 
counting which rests on the belief 
that the evaluation of capital value 
must be made on the basis of the ex- 
pected future and not on the basis 
of so-called facts about the past. He 
feels that annual accounting reports 
cannot be characterized as real eco- 
nomic reports, due first of all to the 
accountant’s lack of ability to look 
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clearly into the future and secondly to 
his adherence to certain conventions 
which prevent him from giving his 
reports an economic content. 

While space does not permit a de- 
tailed review of these conventions, 
several of Professor Hansen’s obser- 
vations appear to be of special inter- 
est. The first is that, under the eco- 
nomic concept as advanced by Pro- 
fessor Hansen, instead of the content 
and valuation of the items to be in- 
cluded in the balance sheet being pre- 
dicated on what is to be included in 
the profit and loss statement, as is 
currently the practice, the procedure 
would be to value assets and liabili- 
ties on the basis of an estimate of 
their future yields, the income and 
expense being automatically derived 
as a residual. Secondly, Professor 
Hansen observes that the method of 
calculating depreciation whereby it 
can be determined in advance for a 
period of years does not take into 
consideration the fact that the eco- 
nomic value (i.e. the ability of the 
assets to bring in yields) probably will 
vary in a completely different way 
from one accounting period to an- 
other. 


G. L. Groeneveld (Neth.): G. L. 
Groeneveld, Ec. Drs., of the Nether- 
lands Institute of Accountants, is a 
proponent of the theory of replace- 
ment value as advanced by Th. Lim- 
perg Jr. This theory, which has ap- 
parently gained considerable author- 
ity in the Netherlands, regards the 
problem of determining profit as 
really a problem of determining 
value. Mr. Groeneveld states that 
under this theory “the valuation of 
the balance sheet is to be seen as a 
corollary of the valuation of the work 
units consumed in the profit and loss 
account. In a going concern it is the 


replacement value that must be ap- 
plied to the valuation of both the 
available work units in the balance 
sheet and the consumed work units 
in the profit and loss account. Ac- 
cording to this theory the significance 
of the production of goods for our 
wealth, and in particular the signifi- 
cance of the means of production to 
the producer striving after an income, 
must be expressed in terms of re- 
placement value of such goods and 
means of production. The producer 
must base his decision on this valua- 
tion when considering whether a con- 
tinuation of production is justified. 
This valuation enables him to distin- 
guish between the income resulting 
from production and trading and the 
results arising from price fluctuations. 
Calculation at replacement values as- 
sures the producer to a large extent of 
the financial means necessary to fi- 
nance the production process in a 
continuity which is the characteristic 
feature of our social system of pro- 
duction. Thus, as Mr. Groeneveld 
points out elsewhere in his paper, 
only that part of the increase in net 
assets of an enterprise which can be 
consumed without impairing its pro- 
ductive capacity can be considered as 
profit. 


The paper also deals with the 
valuation of raw materials and work 
units of fixed assets in the profit and 
loss account under the theory of re- 
placement value, differences between 
profits for accounting and tax pur- 
poses and also the question of pro- 
viding for contingencies in the ascer- 
tainment of profits. 


L. L. Illetschko (Austria): Professor 
Leopold L. Illetschko from Austria 
looks at profits in three different ways 
—disposal, winding-up and regular 
period profits. He points out that dis- 
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posal profit reflects all the causes of 
profit as valued subjectively by the 
purchaser and the seller. Winding-up 
profit, he says, is different because 
only the marketable and realizable as- 
sets can be sold and time pressure in 
the case of liquidations may lower the 
price still further as compared with 
prices paid on acquisition. In both 
these cases, the computation of profit 
is based on the difference between 
actually paid prices. In the case of 
total or period profit, however, Pro- 
fessor Illetschko states that they are 
based on the difference between act- 
ually paid prices only in so far as ac- 
quisitions are concerned, but on com- 
parative prices as regards the hypo- 
thetical sale or winding-up. He ob- 
serves that “both these forms are 
strictly confined to the marketable 
and realizable assets of an enterprise 
so that, instead of all causes of profit, 
only these assets enter into the com- 
putation”. The part thus standing for 
the whole is, he suggests, very repre- 
sentative. He goes on to say that 
“comparative prices for a hypothetical 
sale can be estimated on the basis of 
market conditions for the marketable 
and realizable assets of the enter- 
Prise”. 

Professor Illetschko acknowledges 
that by using prices paid on acquisi- 
tion of the marketable and realizable 
assets, this method of calculating 
profits, like all others, is subject to 
changes in purchasing power. He 
suggests, however, that such a factor 
of inaccuracy and distortion is dif- 
ficult to eliminate because changes in 
purchasing power affect differently, 
and with a different time effect, the 
various strata of the marketable and 
realizable assets of an enterprise. 


Emile Mangal (Belgium): Emile 


Mangal, of the College National des 
Experts Comptables de Belgique, 
tackles the subject by dealing mainly 
with inventory valuation problems en- 
countered in the determination of 
profits. He discusses first these prob- 
lems where an enterprise is carrying 
on production at either above or be- 
low normal operating levels and con- 
cludes “that the use of standard costs 
in accounting places clearly in evi- 
dence the relation existing between 
excesses and deficiencies as compared 
with normal results, in the event of 
variation in activity, all other factors 
remaining equal. Besides, variations 
observed in the standards of prices or 
consumption show to what extent the 
gain to be derived from improved ac- 
tivity can be influenced by the de- 
velopment of unfavourable factors, 
such as a rise in labour costs or a 
drop in sales prices. But if this rela- 
tion is to be computable when non- 
marginal standard cost prices are 
used, it is necessary to define in ad- 
vance the production and sales policy, 
this being in any case an integral 
part of the use of budgeting meth- 
ods.” 

In covering inventory valuation, 
Mr. Mangal lists a number of prin- 
ciples which he feels are applicable to 
every business. The final principle 
enumerated is of particular interest 
and states that “when raw materials 
become scarce suddenly, as a result of 
a boom or international events upset- 
ting markets, much caution will be 
needed if the financial year closes in 
full boom, with large and recently ac- 
quired stocks on hand. In this case, 
neither the market value nor the cost 
price could appropriately be used. A 
normal period should be referred to 
for determining appropriate valua- 
tion.” 
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BY JOHN W. CROWE, C.A, 


Admimstrative Accounting 


ContTRASTING CONCEPTS OF RETURN 
ON INVESTMENT 

Probably the central purpose of ac- 
counting is the measurement of profit. 
This requires not only the ascertain- 
ment of absolute amounts but the de- 
velopment of relative yardsticks. 
While it is perhaps generally agreed 
that profits should be related to in- 
vestment, it is an anomaly that ac- 
countants are by no means in agree- 
ment as to how this should be done. 

It is proposed in this article to 
examine the main needs in industry 
for a yardstick of profit and to discuss 
briefly the extent to which different 
methods of calculating return on in- 
vestment satisfactorily fulfil these re- 
quirements. 


Measurement of Overall 
Operating Performance 

One important use for the concept 
of a return on investment is as a 
measurement of the effective utiliza- 
tion of existing assets. The undertak- 
ing in question may be a single works, 
a division comprising a number of 
works or the operations of a whole 
company. 

Perhaps the most common method 
is the return on average net invest- 
ment. This, of course, means the per- 
centage of net profit to the average 
net book value (after deducting ac- 
cumulated depreciation and _liabili- 
ties) of assets employed during the 
period under examination. While 
this technique may be sound in 
theory, in practice as a measurement 


of efficiency, it has crippling handi- 
caps. Even though a works produces 
roughly the same amount of profit 
each year its return on average in- 
vestment will increase appreciably 
year by year because of the deduc- 
tion from investment of accumulated 
depreciation. This makes it impos- 
sible directly to compare the return 
of one year with the previous year or 
the return of a newer plant with an 
older plant. Variations in the levels of 
liabilities having nothing to do with 
efficiencies also distort the compar- 
ability of returns on average net in- 
vestment. 

A more satisfactory technique for 
the measurement of operating per- 
formance is the return on average 
gross investment, i.e. the percentage 
of net profit to average total assets 
making no deductions for either ac- 
cumulated depreciation or liabilities. 
At first glance, it may seem rather 
quaint to relate net profit (after 
charging the annual provision) to 
total assets from which no deduction 
has been made for accumulated de- 
preciation. Obviously, such a return 
is lower than that which a company 
is actually making on the investment. 
This, however, does not detract from 
its usefulness in comparing one works 
or one division with another or one 
year with previous years. The idea of 
not deducting liabilities from invest- 
ment conforms with the division of re- 
sponsibilities in most large companies. 
Works and division managers are 
responsible for operating a certain 
group of assets; they are not con- 
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cerned with how these assets are 
financed. While a return on gross 
book assets is infinitely better for 
this purpose than the return on net 
book assets, it may still not be entire- 
ly satisfactory in comparing a new 
plant with an older one. For example, 
a plant acquired in 1946 and prop- 
erly maintained may be operating 
quite as well as one acquired in 1956 
at twice the cost. This situation can 
be met by calculating the return on 
gross assets valued at replacement 
costs using one of the indices of con- 
struction costs for this purpose. 


Assessment of New Projects 

Expanding companies have con- 
tinually to appraise proposals for 
new plants and to decide upon those 
offering the brightest prospects for 
future profits. The estimated return 
on investment and its method of cal- 
culation may be of decisive import- 
ance. 

Here again, perhaps, the most com- 
mon technique is to calculate the 
percentage of average anticipated 
yearly profit to proposed net book 
assets. Having regard for the degree 
of accuracy of most profit estimates, 
this method generally provides a 
‘workable guide in comparing pos- 
sible projects. However, it has at 
least one very serious limitation. It 
takes no account of the element of 
time. Because of complex technical 
problems, the need to develop a mar- 
ket or for other reasons, one project 
may require a few years to reach a 
profitable level of operations; another 
project may be expected to commence 
contributing to profits immediately 
upon completion of construction. The 
average annual return on net assets 
employed would be a very unsatisfac- 
tory guide in deciding between two 
such proposals. 


Particularly in the chemical indus- 
try, the estimated annual return on 
gross assets is frequently used in 
assessing new projects. If this meth- 
od is followed (as outlined above) in 
measuring relative operating perform- 
ance of existing facilities, there is an 
obvious advantage of consistency in 
also employing it when studying pos- 
sible expansions. It iis both con- 
servative and simple and to anyone 
engaged with practical problems this 
is no mean recommendation. While 
a return calculated on gross assets 
will, of course, be lower than the re- 
turn on average net assets, generally 
both methods will produce the same 
relative picture as to the profitability 
of possible alternatives. 

Despite the foregoing, the average 
return on estimated gross assets has 
some important shortcomings in ana- 
lyzing new projects. As with the re- 
turn on average net investment, the 
return on gross investment gives no 
weight to the element of time. It is 
therefore useless in deciding between 
projects where this is expected to be 
an important consideration. More- 
over, the return on gross assets bears 
no relationship to the cost of money 
to a company. This is so because the 
former is based on original invest- 
ment, while the latter (whether bank 
or debenture interest) is in effect cal- 
culated on the diminishing balance 
of a company’s debt. 


There are a number of methods of 
comparing projects which attempt to 
give some consideration to time and 
to the value of money. Perhaps the 
simplest of these devices is the “pay- 
out time”. This is equivalent to the 
original fixed investment divided by 
estimated annual profit before de- 
ducting depreciation but after deduct- 
ing income taxes. In other words, it 
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represents the number of years in 
which the full original cost can be re- 
covered in cash profits. The method 
does not provide a return on invest- 
ment which can be compared with 
the cost of money and gives no 
weight to the profits expected after 
the “payout” period. 

The most rigorously logical means 
of calculating a return on a new cap- 
ital investment is undoubtedly the 
“discounted cash flow” technique.’ 
What this high sounding tag stands 
for is briefly as follows: You compare 
the immediate cash outlay (ie. the 
original cash investment) with es- 
timated future cash profits. Obviously 
estimated future cash profits, which 
you have to wait and work for, should 
total appreciably more than the im- 
mediately required investment. The 
next step is to calculate (usually by 
trial and error) the rate of interest at 
which the future cash profits must be 
discounted so that their present value 
is equal to the present proposed in- 
vestment. This rate of interest is the 
effective actuarial return on invest- 
ment giving full effect to the con- 
sideration of time. It is a rate of in- 
terest which can be directly com- 
pared with the rate of interest paid 
on borrowed funds. Moreover, it is 
the only workable technique (known 
to the writer) of intelligently compar- 
ing complicated proposals involving 
payments or receipts of money at 
widely different times. By its very 
nature the “discounted cash flow” ap- 
proach deals with the whole life of a 
project. It is therefore not too easy to 
compare the estimated rate of return 


1 See: “Profitability Index for Investments” 
—R. I. Reul, Harvard Business Review, 
July-August 1957; “More for Your Capital 
Dollar” — John A, Griswold, The Control- 
ler, October 1957. 
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calculated on this basis with actual 
operations for any one year. To com- 
pare actual returns with the project 
estimates (based on discounted cash 
flow) it is really necessary each time 
to take a fresh look at the whole life 
of the project. While this may in- 
volve considerable extra work, strong 
adherents to the cash flow technique 
would deny that it is a disadvantage. 


Return on Capital Supplied 

Quite distinct from the problem of 
measuring the rate of profit on operat- 
ing assets (either existing or pro- 
posed ) is that of measuring the return 
on capital supplied. While this may 
appear to be a relatively simple ques- 
tion it has, nonetheless, been the sub- 
ject of considerable discussion. 

Some economists and some ac- 
countants have argued that the share- 
holders’ rate of return on their in- 
vestment is best indicated by the per- 
centage of net profit to total assets 
with no deduction for liabilities. The 
reasoning behind this has been that 
total assets represent the sum of 
money permanently at risk in the 
business. It is further argued that all 
the capital invested (even that ob- 
tained from trade suppliers, bank 
loans, debenture issues or preferred 
shares) is really at the risk of the 
common shareholder. To mix a meta- 
phor, he is the low man on the totem 
pole and must pick up the check. 

The argument against this concept 
is, of course, that the funds repre- 
sented by fixed liabilities were not 
in fact advanced by the common 
shareholder. It is true that, other 
things being equal, the risk of capital 
loss is greater in a company where 
there is a high proportion of debt 
financing than in one where the pro- 
portion of such financing is low. On 
the other side of the coin, however, 
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the possibility of profit is much 
greater. In other words, there is a 
“leverage” effect. For example, funds 
obtained by a debenture issue at 3% 
(after taxes) may be invested in a 
new plant at 10% (after taxes). The 
differential of 7% accrues to the ac- 
count of the common shareholder 
without his having had to put up the 
investment himself. It is therefore 
suggested that any statement of re- 
turn on capital supplied should clear- 
ly bring out this “leverage” factor as 
in the summary shown below. 


I hor da oe a eR 


Profit before financing costs ............. 
Financing costs (after taxes of 50%) ....... 
Net profit 


If a company’s fixed plant was ac- 
quired a number of years ago, it may 
be objected that the shareholders’ 
book equity is an unrealistic figure. If 
this is so, then a company’s fixed as- 
sets can be revalued for this purpose 
by an appraisal or by using an in- 
dex of construction costs. 


Summary 


In any discussion of the concept of 
return on investment the first ques- 
tion to ask is “For what purpose will 
the return be used”? It is suggested 
here that the net return on gross as- 
sets (no deduction for accumulated 
depreciation or liabilities) is the best 
for an annual measure of perform- 
ance of operating works or operating 
divisions. While it involves a bit of 
effort and even intelligence the “dis- 
counted cash flow” approach is the 


























Total Debt Common 
Assets Financing Equity 
$1,000,000 $500,000 $500,000 

$ 100,000 
$ 15,000 
$ 85,000 
10% 8% 17% 


most logically consistent way of com- 
paring proposed new projects. Final- 
ly, any calculation purporting to show 
the rate of profit on capital supplied 
by common shareholders should 
highlight the “leverage” for good or 
bad resulting from debt or preferred 
stock financing. 











Accounting Research 


A Survey OF Practice — THE 
OBSERVATION OF INVENTORIES 

As pointed out 25 years ago and 
quoted in Geo. O. May’s “Twenty- 
Five Years of Accounting Responsi- 
bility”, “The cost of an audit so ex- 
tensive as to safeguard against all 
risks would be prohibitive; and the 
problem is, therefore, to develop a 
general scheme of examination of ac- 
counts under which reasonably ade- 
quate safeguards may be secured at 
a cost that will be within the limits 
of prudent economy.” 

The decision as to what procedures 
are economically justified may be a 
difficult one, and this is often the case 
in regard to inventory verification. 
Inventory verification procedures are 
directed toward confirming (“giving 
new assurance of the truth of”) or 
corroborating (“making more cer- 
tain”) the existence and valuation of 
the physical inventory. 

Many different procedures have 
been developed to assist in the veri- 
fication of the existence of inventor- 
ies. The most interesting, and per- 
haps the most controversial, proced- 
ures are those involved in what is 
referred to as “attendance at physical 
stocktaking”, “personal contact with 
physical inventory”, or “inventory ob- 
servation”, These procedures have 
been the subject of pronouncements 
by the American Institute of Certi- 
fied Public Accountants and of formal 
approval by its membership. 

In 1939, after the American Insti- 
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tute adopted the extended proced- 
ures, Samuel J. Broad said, “It seems 
now to be generally accepted that in 
future, the auditor should, wherever 
practicable and reasonable, have some 
physical contact with the inventory 
in cases where it is a material fac- 
tor. The manner in which he does 
this must be compatible with his func- 
tion as an auditor and its extent must 
be justified on the grounds of cost 
and practicability.” He suggests that 
observation calls for more than mere 
presence and should include obser- 
vation of procedures, quantities and 
conditions. Test checks may be by 
observation rather than by any actual 
handling of the stock by the auditor. 


Bulletin No. 7 of the C.I.C.A. Com- 
mittee on Accounting and Auditing 
Research (October, 1951) stated that 
“Except in the case of companies fil- 
ing with the Securities and Exchange 
Commission in the United States, it 
cannot be said that generally accept- 
ed auditing procedures in Canada at 
the present time require attendance 
by the auditor at physical stocktak- 
ing. However, there is an increasing 
tendency on the part of auditors in 
Canada to adopt this practice because 
of its usefulness in evaluating the 
system of internal control. It is not 
usual in Canada to include in the au- 
ditor’s report any notation or qualifi- 
cation if the auditor has not attended 
at the physical stocktaking.” 


In the spring of 1957, the C.I.C.A. 
Research Committee conducted a 
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limited survey designed to provide 
information as to current practice and 
opinion of auditors regarding the re- 
view of stocktaking procedures, the 
observation of physical stocktaking, 
and the test-counting of inventory 
items. Another part of the survey, 
concerning the confirmation of re- 
ceivables was reported upon in The 
Canadian Chartered Accountant, Au- 
gust 1957. 


The survey did not embrace in- 
ventory valuation, and it did not at- 
tempt to cover more than a few as- 
pects of the verification of existence 
of the inventory. Variations, for 
example, between procedures when 
the auditor is appointed before the 
client’s year-end and the procedures 
when the appointment is made after 
the close of the year were not investi- 
gated. Reasons for preferring some 
procedures over others were not re- 
quested, and problems associated 
with special types of inventories were 
not included. These limitations were 
placed on the survey in the interest 
of brevity and simplicity, since the 
prime objective was to get general 
information about auditors’ attend- 
ance at physical stocktaking, but it is 
recognized that many who completed 
the questionnaire would have prefer- 
red qualifying or explaining their 
views rather than submitting the cate- 
gorical answers called for in the sur- 
vey. The task of tabulating the an- 
swers might then, however, have been 
far beyond the facilities available for 
this project. The results obtained 
from an analysis of the question- 
naires are informative, as the follow- 
ing summary will show. 

Two hundred practising members, 
in as many separate offices, were in- 
vited to answer the questionnaire, 
and 152 replies were received. 


Observation of Stocktaking 


Probably the most important sec- 
tion of the questionnaire was the ex- 
pression of opinion as to whether 
observation of physical stocktaking 
should be standard auditing proced- 
ure where the inventory is significant. 
Space was provided to distinguish 
between cases “with good internal 
control” and cases “with inadequate 
internal control”, because some audi- 
tors may hold the view that obser- 
vation of stocktaking may be unneces- 
sary if the auditor has satisfied him- 
self, by other means, that the internal 
control is adequate. That view may, 
of course, be opposed by the view 
that the way to test compliance with 
the physical stocktaking program is 
by actual attendance at the stocktak- 
ing. 

Each respondent was asked to indi- 
cate whether he thought it should be 
standard practice to “test the stock- 
taking procedure by observation of 
physical stocktaking”. This descrip- 
tion of the procedure was used to dif- 
ferentiate it from test counts, and 
also to avoid any implication that ob- 
servation must cover the whole of the 
stocktaking. The tabulation of opin- 
ions is shown in table 1. 


TABLE 1 
Observation of Physical Stocktaking 
Favoured whether internal control is 


good or inadequate ...... ee >! 
Favoured only where internal control 

Rc ok 12 
Favoured where internal control is in- 

adequate ........ ee ee 


Total, favoured in some circum- 
stances ... Bes oe ie ee doh 2 ee a 
Not to be viewed as standard practice 39 
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observation should be standard prac- 
tice where internal control is good 
(first and second items), and 101 think 
observation should be standard prac- 
tice where internal control is inade- 
quate (first and third items). The 
question, it should be noted, was di- 
rected toward observation of the 
stocktaking, rather than toward ob- 
servation of the goods at some other 
time. No doubt this influenced the 
replies in some instances, since it is 
possible that observation of the stock- 
taking would not be very useful if 
the control of the stocktaking was 
grossly inadequate. 

Only 26% of the respondents did 
not think that observation of stock- 
taking should be standard practice in 
at least one or the other internal con- 
trol situation. 


Test Counts of Some Inventory Items 


Test counting of inventory items 
received somewhat more support than 
did observation of stocktaking, es- 
pecially where internal control has 
been found to be good. Presumably, 
in expressing these opinions, the re- 
spondents assumed that the auditor’s 
appraisal of the internal control was 
based on other procedures, such as 
review of the stocktaking procedures. 
Quite possibly a different result would 
be obtained if the questionnaire had 
asked whether observation of stock- 
taking, or test counting of items, was 
to be preferred as a means of evalu- 
ating the system of internal control. 
The emphasis then might have been 
transferred to observation of stock- 
taking. 

As shown in table 2, the number 
favouring test counts where internal 
control is good was 72 (first and 
second items), which is 23 more than 
the number favouring observation of 
stocktaking in the same circum- 
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stances. The number favouring test 
counts where internal control is in- 
adequate was 112 (first and third 
items), or 11 more than the number 
favouring observation where control 
is inadequate. 


TABLE 2 
Test Counts of Some Inventory Items 


Favoured whether internal control is 


good or inadequate .............. 56 
Favoured only where internal control 
PERI 52 iin eas eos Sen re 16 


Favoured only where internal control is 
MMMIRHENDS © 0. 5p che aad ke ti, ae 


Total, favoured in some circum- 
ME 58 0 ceo Nee Ae 128 
Not to be viewed as standard practice 24 


Total replying 5 


Observations and Test Counts 


In many instances, auditors think 
that both the procedure of observa- 
tion stocktaking and the procedure 
of test counting should be standard 
practice. The two procedures may be 
concurrent, or they may be under- 
taken at different times during the 
course of the audit. Test counting 
does not necessarily involve physical 
handling of the goods by the auditor. 
Table 3 shows, in the first and third 


TABLE 3 
Combination of Observation and Test 
Counts 
Favoured regardless of the internal 
COIS Pit ey he Bhs Sys 21 
Favoured where internal control is 
good, but not where it is inadequate 6 
Favoured where internal control is in- 
adequate, but not where it is good 


R 





Total favouring the combination in 
some circumstances ............. 92 
Combination not favoured ........ 60 


Total replying ................. 158 
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categories, that a total of 86 respond- 
ents (57% of the replies) think that 
both observation and test counting 
should be standard practice where in- 
ternal control is inadequate, and that 
only 27, or 18% of the respondents, 
(first and second lines) think that both 
procedures should be standard prac- 
tice where internal control is good. 


Review of the Stocktaking Procedures 


Although the survey was directed 
mainly to questions of personal con- 
tact with the inventories, the review 
of stocktaking procedures was also in- 
cluded, because it is so closely re- 
lated. The review may include both 
an evaluation of the stocktaking pro- 
gram, and a test of actual compliance 
with the program. The test of com- 
pliance, if used, requires attendance 
at stocktaking. These two aspects of 
review of procedures were not dis- 
tinguished by the questionnaire, but 
it is probably safe to assume that in 
the context of the questionnaire, the 
respondents considered that the re- 
view referred to was the evaluation 
aspect only. 

The quality of the internal control 
is not so significant in determining 
the need for review of procedures as 
it. may be in other respects, but it was 
included to maintain a degree of uni- 
formity in the survey. 

Ninety-five answers favoured a re- 
view of stocktaking procedures as 
standard practice regardless of the 
quality of internal control. An addi- 
tional 36 thought that review should 
be standard practice only where in- 
ternal control is good, and another 12 
favoured review only where internal 
control is inadequate. These replies 
combine to make a total of 131 who 
thought that, with good internal con- 
trol, the stocktaking procedures 


should be reviewed, and a total of 


107 who would approve review as 
standard procedure where the intern- 
al control is inadequate. Only nine 
respondents did not think that the re- 
view should be standard practice in 
one control situation or the other. 

In this section of the survey, as in 
other sections, some of the differences 
of opinion may be due to differing 
emphasis on the purpose of the audit 
procedure under consideration, in its 
aspect as part of the evaluation of 
internal control, or in its aspect as a 
part of the verification of the asset. 

Participants in the survey were ask- 
ed whether they thought test counts 
may be a satisfactory alternative to 
observation of stocktaking, (a) as a 
general practice, and (b) in special 
circumstances. Affirmative replies 
were given by 83 for part (a) of this 
question, and by 85 for part (b). These 
included 25 who answered “yes” in 
both cases. The answers in regard 
to special circumstances would in- 
evitably be affected by considerations 
favourable or unfavourable to test 
counting. Thirty-four of those who 
considered that test counts may be a 
satisfactory alternative as a general 
practice, did not think so in special 
circumstances. Another 24 did not 
reply in regard to special circum- 
stances, preferring perhaps to wait 
until the special circumstances were 
revealed. 


Current Practice 

Participants were asked to indicate 
the extent to which their firms use 
each of the specified procedures, 
when the scope of the audit is not 
limited by the client, and the inven- 
tories are significant. This part of 
the survey does not afford a precise 
comparison with the section on 
opinions, but it does show that actual 
practice conforms reasonably well to 
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the pattern of opinion as to what 
should be standard practice. In both 
opinion and practice, review of stock- 
taking procedures receives the great- 
est support, with test counts running 
a strong second, and observation of 
stocktaking making a good showing in 
third position. 

The participants seemed quite wil- 
ling to admit, however, that differ- 
ences existed between what they 
thought should become standard 
practice and what is actual practice 
today. As to the observation of stock- 
taking, 26 out of the 48 who favour 
the procedure as standard, regardless 
of internal control, report that they 
always or generally observe stock- 
taking. As to test counts, 56 favour 
the practice with or without good in- 
ternal control, and 37 of these report 
that they always or generally test 
count. A very close agreement be- 
tween opinion and practice is found 
in the case of review of stocktaking 
procedures, where 95 favour the prac- 
tice regardless of the quality of in- 
ternal control and 91 of these always 
or generally do review. 

The extent to which different pro- 
cedures are combined in actual prac- 
tice is not brought out in the tables 
shown here, but a few comparisons 
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may be of interest. Out of the 48 
who always or generally observe 
stocktaking, 38 always or generally 
test count, and 8 occasionally do so, 
indicating that when the auditor at- 
tends at physical stocktaking, he gen- 
erally does some test counting. 


On the other hand, the review of 
stocktaking procedures is undertaken 
in a large proportion of cases without 
combining with observation or test 
counting, although in absolute num- 
bers the combination of review and 
observation or count is higher than 
the combination of observation and 
count. One hundred and thirty par- 
ticipants always or generally review 
the stocktaking procedures; 45 of 
these always or generally observe 
stocktaking, and 67 occasionally do 
so; 57 always or generally test count, 
and 65 occasionally do so. (Three 
others, who do not make a general 
practice of reviewing the stocktaking 
procedures, nevertheless generally or 
always observe the stocktaking. ) 

These notes have, for the most part, 
been limited to a summary of the as- 
sembled data. Their significance for 
the profession remains to be develop- 
ed by the members in discussion and 
in practice. 


TABLE 4 
Actual Use of Procedures 

Always or Occasion- Not 

Generally ally Never Answered 
a. 
Observation of part or all of the stocktaking 48 75 12 17 
b. 
Test counts of some inventory items ..... 59 81 1 1l 
c. 
Review of stocktaking procedures, either before 

or after stocktaking ................. 130 12 4 6 


Note: Table 4 shows the extent to which the procedures are used in actual practice 
by the firms included in the survey. Accordingly, it differs somewhat from the results 
shown in the other tables, which reflect the views as to what should be standard practice 


for the whole profession. 





BY PETER C. BRIANT, B.COM.,C.A. 


Current Reading 


MAGAZINE ARTICLES 


“ACCOUNTING TERMINOLOGY BULLETIN 
NuMBER 4: Cost, EXPENSE, AND 
Loss”; issued by the Committee on 
Terminology of the American Insti- 
tute of Certified Public Accountants. 

The important points covered in 
this bulletin are: 

Cost is the amount, measured in 
money, of cash expended or other 
property transferred, capital stock 
issued, services performed, or a 
liability incurred, in consideration of 
goods or services received or to be re- 
ceived. Unexpired costs (assets) are 
those which are applicable to the pro- 
duction of future revenues. Expired 
costs are those which are treated as 
deductions from current revenues or 
a charge against retained earnings. 
The term cost should be used when 
appropriate in describing the basis of 
assets as displayed in balance sheets, 
‘and in income statements to describe 
such items as cost of goods sold, or 
costs of other properties or invest- 
ments sold or abandoned. 

Expense in its broadest sense in- 
cludes all expired costs which are de- 
ductible from revenues. While the 
term expense is useful in income 
statements, its use is often appropri- 
ately limited to refer to such items 
as operating, selling or administrative 
expenses, interest, and taxes. In any 
event, items entering into the com- 
putation of cost of manufacturing 
should be described as costs and not 


as expenses. 


Loss is (1) the excess of all ex- 
penses, in the broad sense of that 
word, over revenues for a period, or 
(2) the excess of the costs of assets 
over related proceeds, if any, when 
the items are sold, abandoned, de- 
stroyed by casualty or otherwise writ- 
ten off. When losses described in (2) 
are deducted from revenues, they are 
expenses in the broad sense of that 
term. The term loss, with appropri- 
ate qualifying adjectives, should be 
used in financial statements in refer- 
ence to net or partially net results in 
place of the term income or profit. It 
should also be used in describing re- 
sults of specific transactions, general- 
ly those that deal with the disposition 
of assets. The use of the term in the 
latter type of cases is believed desir- 
able since it distinguishes them from 
more normal expenses of a recurring 
type which are generally shown in 
gross amounts. 


“Cost RELATIONSHIPS — A PACKAGE 
Tueory” by E. E. Rennack. The Con- 
troller, December 1957, p. 582 et seq. 

. . . the size of the cost package in re- 
lation to time, people, and the product 
or services in which it is used deter- 
mines its characteristics as variable or 
fixed, controllable or noncontrollable, and 
direct or indirect. 

In a discussion centered around the 
above proposition, Mr. Rennack 
takes issue with the classic reasons 
given to explain cost relationships. 
He criticizes, for example, the con- 
ventional accounting classifications of 
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fixed, variable and _ semi-variable 
which ignore the time element while 
assuring a functional relationship to 
exist between total cost and produc- 
tion volume. The degree of variabil- 
ity of any cost item, says Rennack, is 
determined by tthe size of the cost 
package as measured by the time 
over which it will be consumed. 
Cost packages which are consumed 
quickly, such as an hour of direct 
labour, should be considered vari- 
able, he writes, because their con- 
sumption may be made ‘to respond 
readily to changes in the volume of 
production. Over very short periods 
of time, however, direct labour may 
well have to be regarded as a fixed 
cost. Cost packages which are con- 
sumed slowly, such as a building, he 
regards as fixed because their con- 
sumption is a function of time rather 
than of specific decisions to use or 
not to use. On this basis, deprecia- 
tion of plant and equipment would 
have to be regarded as a variable cost 
if long enough periods are allowed 
for the investment in fixed assets to 
adjust itself to the requirements for 
their use. 

Costs whose consumption is subject 
to specific decisions from day to day 
are controllable by those who make 
the decisions and may be said to 
have a high degree of controllability. 
These, in Rennack’s conception, are 
the variable costs, generally control- 
lable at low-management echelons. 
Controllability thus becomes a func- 
tion of both the degree of variability 
and the management echelon. 


The directness or indirectness of a 
cost is made to depend on the rela- 
tionship between the size of the unit 
in which the cost is purchased and 
the size of the product or services of 
which it is a part. A cost package 
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may accordingly be direct to one 
output unit and indirect to another. 
A foreman’s salary, for example, is 
a direct cost to the department in 
which he works, but an indirect cost 
to the product manufactured in that 
department. 

BUSINESS CONDITIONS 

“CuRRENT Economic TRENDS.” Amer- 
ican Institute for Economic Research, 
Great Barrington, Mass.; pp. 32; 
$1.00. 

The American Institute for Eco- 
nomic Research is an independent 
organization dedicated to supplying 
the public with unbiased information 
on personal financial problems and 
questions of public policy. This spe- 
cial report presents a readable ap- 
praisal of the over-all economic situa- 
tion at the end of May, 1957. The 
subject matter is classified under four 
major headings, “Demand,” “Supply,” 
“Prices,” and “Significant Economic 
Relationships.” 

Of particular interest to the Can- 
adian reader is the comparison of the 
economic situation in the two post- 
World War periods. “They seem to 
have much in common,” states the 
bulletin. “Each has reflected a great 
wartime inflation followed by more 
inflation in peace time. Each ap- 
parently has been maintained by the 
great ‘engine of inflation’, the Federal 
Reserve System. Will the outcome in 
the long run, the depression after- 
math, be much different. . .?” 

As to the current decline in busi- 
ness activity, the possibility of some 
upturns among the leading statistical 
indicators inclines the Editors to the 
view that the recession will be 
neither great in magnitude nor pro- 
longed. They believe, in fact, that a 
continuation along the “primrose 
path” of the managed-money route of 
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more inflation whenever depression 
seems imminent could possibly pre- 
vent any than other minor recessions 
for a long time to come. Involved in 
the cost, they stress, would be a con- 
tinued loss of life insurance and pen- 
sion values, and reduced purchasing 
power of savings not invested in 
equity capital. But, so long as any 
segment of the population will ac- 
cumulate resources fixed in dollar 
value where they can be “embezzled” 
by the subtle processes of inflation, 
depreciation of the dollar, and de- 
valuation, the process need not end. 
France has been doing it for 40 
years, the bulletin states, and on the 
North American continent so much 
more is waiting to be stolen. To date, 
the editors estimate that in the U.S.A. 
alone the inflationary process has 
shifted $160,000,000,000 of wealth 
from accumulated savings to current 
spending. 

Strongly inclined to the view that 
the supply of such assets will event- 
ually come to an end, the authors of 
this report conclude that while they 
cannot predict when the next de- 
pression will come, they hope it will 
come “late enough to discredit the 
money managers and early enough to 
save the Nation from an even more 
severe economic disaster. . . .” 


EDUCATION 

“GOVERNMENTAL ACCOUNTING EXPERI- 
ENCE’ by Winson Jones et al. The 
Federal Accountant, December 1957, 
pp. 50-63. 

Replies to questionnaires mailed to 
53 accounting jurisdictions in the 
United States reveal a wide dispar- 
ity in the standards of admission 
to the accounting profession in that 
country. In five states, no experience 
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is required to receive a certificate to 
practice public accounting. Twenty- 
eight states presently accept govern- 
mental experience either in whole or 
in part as fulfilling the experience re- 
quirement to receive the CPA certif- 
icate for public practice. Of these, 
nine states restrict such experience to 
only one or two agencies (Internal 
Revenue Service, General Accounting 
Office). In addition, six of these nine 
states are prepared to recognize ser- 
vice in specified state governmental 
units, usually the state audit or in- 
come tax agencies. Of the 19 states 
with no specific restriction on the 
type of government service that will 
be acceptable, several report that, 
in practice, the only federal govern- 
ment experience they have recog- 
nized to date has been acquired 
with the Internal Revenue Service, 
the Securities and Exchange Com- 
mission, the Army Audit Agency, and 
the General Accounting Office. One 
of the primary reasons for this is re- 
ported to be that the state boards 
have almost no way of adequately 
evaluating the experience provided 
by the various governmental agencies 
and departments. 


With government continuing to 
play an increasing part in the eco- 
nomic life of the nation and with a 
steady upward trend in the number 
of certified public accountants in 
governmental positions, the place of 
governmental accounting experience 
in the training of the professional ac- 
countant is becoming an evermore 
important problem. The members of 
the committee who produced this 
report assert that the American In- 
stitute and the state societies are not 
serving the needs of this group and 
point ‘to the probable development of 
yet another accounting association. 
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SHORTER NOTES 


“CONVERSION OF PAYROLL PROCESSES AT 
THE NATIONAL BurREAU OF STANDARDS 
From MaANuAL TO PuNcCHED Capps” by 
P. R. McClenon. The Federal Accountant, 
December, 1957, pp. 64-72. 

The danger in assuming that electronic 
data processing equipment is the answer 
to all accounting recording problems and 
that nothing should be done until these 
machines are perfected for all sizes and 
types of operations is well known. This 
article is a timely reminder that there are 
some jobs which can be performed at a 
saving if electric accounting machines are 
used. 

The author is chief of the Accounting Di- 
vision, National Bureau of Standards. 


“Datty Cycte Darta-Processinc” by 
D. K. Swinnerton. Systems, May-June, 
1957, pp. 13-14. 

The author, a systems expert in a 
medium-sized insurance company, describes 
how the daily up-dating of the entire 
policyholder file by a large scale data pro- 
cessor eliminated manual work, most of 
the visual and all of the punched-card re- 
cords, and provided faster service to agents. 

The daily time required to process an 

entire file of 350,000 policies is said to be 
12 to 13 hours. This includes weekly, 
monthly, and quarterly processing for com- 
missions, accounting breakdowns, and sta- 
tistical reports. 
“LINEAR PROGRAMMING AS A TOOL OF THE 
Business ExecuTIvE” by Joseph Talasko. 
Marquette Business Review, December 
1957, pp. 23-29. 

Requiring only a knowledge of arith- 
metic and high-school algebra, this article 
serves as an elementary exposition of the 
Simplex technique applied to solving a 
simple miniature problem of linear pro- 
gramming. The case of a food-processing 
company studying the possibilities of im- 
proving the profits on three similar products 
is used to illustrate linear-programming at 


work. 


“Humanities OF CONTROLLERSHIP” by 
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V. M. Ash. Cost and Management, Novem- 
ber, 1957, pp. 386-391. 

Besides professional ability, the author 
believes a controller must have a critical 
and an analytical faculty, a capacity for 
taking pains, and a gift for the presentation 
of meaningful figures and reports. He must 
be an extra set of eyes and ears for top 
management and must have all the attrib- 
utes of the successful manager. Above all, 
he must be human if he is to gain the 
respect of his men. 


“Is Direct Cost APPROACHING MATURITY?” 
by A. Donnelly. The Australian Account- 
ant, October 1957, pp. 440-442. 

Referring to direct costing as “one of 
the most significant developments in ac- 
counting thought for a decade... ,” the 
author calls on the accounting profession to 
study more closely the theory of the sub- 
ject instead of merely considering its effect 
on profit planning, managerial decisions, 
cost control, and inventory valuations. The 
time has come, he asserts, to incorporate a 
study of direct costing into accounting 
curricula. 


BOOK REVIEW 
A Management Guide to Electronic 
Computers by William D. Bell; Mc- 
Graw-Hill Company of Canada 
Limited, Toronto, 1957; pp. 402; 
$7.80. 

As the title of this book implies, 
it is written primarily for those in 
higher management whose responsi- 
bility it would be to decide on the 
installation of an electronic com- 
puter. Insofar as is possible, it is 
written in non-technical language 
and describes what these machines 
can accomplish and not how they ac- 
complish it. 

The author strongly recommends 
that any company even considering 
the installation of an electronic com- 
puter should, first of all, appoint a 
representative committee of all de- 
partments which would make use of 
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it, to study in general terms how the 
machine could be used. If it is de- 
cided that there is a possibility that 
it could be economically useful, ‘a fur- 
ther exhaustive study should be made 
of the adaptability of various ma- 
chines to the particular uses to which 
it will be put. During the investiga- 
tion, independent outside advice is 
recommended along with the tech- 
nical assistance that can be obtained 
from the manufacturers. 

Throughout the book, references 
are made to actual installations, and 
the problems encountered are not 
minimized. Almost without excep- 
tion all installations have run into 
difficulties in varying degrees. How- 
ever, after overcoming these initial 
problems, all companies referred to 
have found that they can obtain more 
information quicker and more eco- 
nomically than by their former meth- 
ods. As an example, one insurance 
company which formerly had 135 
employees in its punch card division 
now has 35 employees working with 
the electronic computer in 16,000 
square feet less space. 

It is obvious from reading this 
book that these machines are becom- 
ing increasingly important to large 
‘*ompanies, and it would appear that 
with further developments they can 
be made use of by smaller organiza- 
tions. For anyone even remotely in- 
terested in this type of operation, 
either now or in the future, the in- 
formation contained in this book is 


certainly worthwhile. 
Joun S. Huu, C.A., 
Toronto, Ontario. 


BOOKS RECEIVED 
“Cases and Materials on Income Tax” by 
John G. McDonald; Butterworth & Co. 
(Canada) Ltd., Toronto 6, Ontario; pp. 
695; $18.50 (To be reviewed) 








“Standardized Audit Working Papers” 
(1957 edition) by Frederick Staples; The 
Counting House Publishing Co., Thiensville, 
Wisconsin; pp. 147; $3.00. 

“Auditing Manual” by Frederick Staples; 
The Counting House Publishing Co., 
Thiensville, Wisconsin; pp. 119; $2.65. 
“Numerical Methods” by Andrew D. Booth; 
Butterworth & Co. (Canada) Ltd., To- 
ronto 6, Ontario; VIII +pp. 195; $6.50 
(To be reviewed ) 


Addresses of Publishers 
[The] Accountant (Eng.), 4 Drapers’ Gar- 
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Tax Review 


EMPLOYEE Stock BENEFIT PLANS 

Canadian Income Tax Act (s. 85A) 

In May 1953, section 85A, which 
provides for the taxation of certain 
benefits to employees on a special 
basis, was incorporated in the Income 
Tax Act. 

Prior to that time, the value of bene- 
fits deemed to have been received by 
an employee from his corporate em- 
ployer under stock purchase plans 
was considered to be additional re- 
muneration and taxable at ordinary 
rates under section 5(1)(a) of the Act. 
In fact, the Income Tax Appeal Board 
so held in two or three subsequent 
cases relating to the years prior to 
1953. 

It is interesting to note that, in the 
1953 amending Bill, it was first pro- 
posed that where an employee ac- 
quired shares under an agreement 
with his corporate employer, the 
benefit would be deemed to be the 
difference between 95% of the value 
of the shares at the time of acquisi- 
tion, and the amount payable there- 
for. At the option of the employee, 
this benefit was to have been ex- 
cluded from his other income and 
taxed at the average rate of tax paid 
by him during the three preceding 
years, 

However, the Honourable D. C. 
Abbott, the then Minister of Finance, 
suggested two revisions in the method 
of taxation during the second read- 
ing of the Bill. The first was to make 
the full benefit taxable, and the sec- 
ond was to allow a reduction of twen- 
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ty percentage points from the average 
rate of tax of the three preceding 
years. The second modification was 
explained in the following words, 
(Hansard, April 10, 1953): 

I might explain why this 20% abate- 
ment against tax appeared to be a rea- 
sonable degree of relief. Section 5 of the 
law, while defining generally the scope 
of the tax on wages and salaries, pro- 
vides that certain of what I might call 
fringe benefits need not be included in 
income. For example, the benefits ob- 
tained under group insurance plans need 
not be included in income. Neither is 
the employee required to include in his 
income the dollar value of his benefits 
under medical service plans. These facts 
suggest that it would not be unreason- 
able to exclude by some device moderate 
benefits received under stock purchase 
plans, for example... . 


Further comments by Mr. Abbott 
are helpful in outlining the then 
views of the taxation authorities to 
the new legislation: 

A further point in this connection is 
that although the benefits received by 
the employee under stock purchase or 
stock option plans are regarded as in- 
come from office or employment, that 
is, it is regarded as remuneration, the 
corporation providing remuneration in 
this form to its employees does not 
charge it against its profit and loss ac- 
count for purposes of corporation income 
tax. Thus it might be said that we are 
getting corporate income tax in a larger 
amount because the corporation decides 
to benefit its employees in this way. 

These facts suggested that a degree 
of abatement equal to the low bracket of 
corporate tax might be a_ reasonable 
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measure of relief to adopt. Accord- 

ingly, as I stated above, the tax as cal- 

culated on the effective average rate for 

a three year period will be reduced by 

20%, which is the minimum rate of tax on 

corporations. 

It should be recalled that at that 
time the state of the law appeared 
to be somewhat indefinite in respect 
of stock option plans and, as already 
indicated, somewhat onerous in re- 
spect of stock purchase plans. The 
Minister of Finance wished to tidy 
up the situation and at the same time 
to provide a more reasonable basis of 
taxation. 

The passing of section 85A estab- 
lished preferred tax treatment for em- 
ployees who acquire shares of a cor- 
poration at less than the market value 
and provided rules for the determina- 
tion of the amount of benefit received 
and the special tax to be paid there- 
on. 

The use of the legislation in inter- 
company relationships is quite flexible 
in that the employee may acquire the 
shares of either the corporation that 
employs him or of another corpora- 
tion which does not deal at arm’s 
length with his employer corporation. 
This means that in parent-subsidiary 
relationships, for instance, the em- 
ployee may work for the subsidiary 
and be offered shares of the parent 
company, and vice versa. This privi- 
lege may be found useful in the 
United States-Canadian, parent-sub- 
sidiary, situations. 

The amount of the benefit is de- 
termined at the time that the shares 
are acquired and the amount of the 
benefit is the difference between the 
price actually paid by the employee 
and the fair market value of the 
shares at the time of acquisition. 

Having acquired the shares the em- 
ployee may elect, at the time when 


he files his usual personal income tax 
return, to exclude the amount of the 
benefit from his ordinary income and 
to be taxed at a special rate determin- 
ed in the following manner. His in- 
come for the three years preceding 
the year in which he acquires the 
shares is determined, exclusive of any 
stock benefit which may have been 
taxed in those years. The amount of 
federal income tax for those three 
years is established, before any de- 
duction for provincial tax credit, the 
20% dividend credit and foreign taxes 
deducted on income from foreign 
sources. The average rate of tax for 
those three years is calculated and 
from the rate so calculated there is 
deducted 20 percentage points. 

The contrast, between the amount 
of tax which would have been pay- 
able previous to the inclusion of sec- 
tion 85A in the Act and the amount 
payable when the provisions of that 
section are made applicable, indicates 
that a considerable inducement has 
been provided for corporations to en- 
courage employee participation in 
share ownership, and to employees to 
purchase shares as such are offered. 

As the average rate of tax does not 
exceed 20% until the income of a mar- 
ried employee is in excess of approxi- 
mately $11,000, this means in prac- 
tice, that any benefits from stock pur- 
chase plans to any married employee 
with an income of less than about 
$11,000 entirely escapes taxation. 

An employee with an income of, 
say, $20,000, before any benefit under 
a stock purchase plan, would pay a 
tax of approximately 6% on the value 
of the benefit as compared with a tax 
of some 43% under the previous 
method of taxation. It is relevant to 
note, of course, that the comparison 
is between the average rate of tax less 
20 percentage points, and the top rate 
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of tax which would be exigible if the 
benefit were to be treated as ordinary 
income and superimposed on the 
other income of the employee. 

Benefits received under employee 
stock benefit plans are considered to 
be earned income and are not sub- 
ject to the 4% investment surtax. 
As the definition of “employee” in 
the Act is extended to include an 
officer, which, in turn, also includes 
the position of a corporation director, 
the benefits under such plans are 
available to directors and officers of 
the corporation as well as to employ- 
ees. 


Where stock benefits are conferred 
on employees for more than one year, 
the computation of the average rate 
of tax for the three years preceding 
must exclude the value of the benefit 
received in the earlier year(s) and 
the tax paid thereon. This is because 
the inclusion of the benefit in the in- 
come of the year, and the addition of 
probably a nominal amount of tax 
only would have the effect of re- 
ducing the average rate of tax below 
that which would have resulted had 
the employee received no benefit. In 
other words, it is inappropriate to use 
the advantage of a favourable tax 
situation in the calculation of a rate 
of tax to be applied against the fur- 
ther benefits received in subsequent 
years. 

Where an employee transfers his 
rights to another person with whom 
he is not dealing at arm’s length, he 
shall be deemed nevertheless to have 
received a benefit and be taxable 
thereon. It may be noted also that 
where an employee, after termination 
of his employment, receives a benefit 
to which section 85A would otherwise 
be applicable, the effect of the term- 
ination of employment shall not, by 
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itself, render inapplicable the provi- 
sions of section 85A. 


Where an employee has not been 
resident in Canada for the three years 
preceding the year in which the bene- 
fit is received, he may still elect un- 
der section 85A, but in order that the 
effective rate of tax for the preceding 
three years may be calculated it is 
necessary for him to file pro-forma 
returns of income and compute the 
tax which would have been payable 
had he been resident in Canada dur- 
ing the three-year period. 

It is also important to note that 
neither the corporation whose shares 
are being distributed, nor the non- 
arm’s length associated corporation 
(where the latter situation is involv- 
ed), may make any deduction from 
the corporation income subject to tax 
in respect of any costs incurred in 
conferring stock benefits on employ- 
ees. 

In addition to the special tax on the 
amount of the benefit received by the 
employee, any dividends received by 
him on the shares will be taxable in 
the usual manner. If the shares of a 
Canadian parent company have been 
distributed to employees of ‘the 
United States subsidiary, there should 
be the usual 15% withholding tax 
on such dividends. The United States 
employee would be entitled to off- 
set such withholding tax against the 
United States taxes otherwise pay- 
able and, unless his effective rate is 
less than 15%, full offset of such taxes 
would be possible. 

Where dividends are from a United 
States source, the Canadian employee 
is not entitled, of course, to the usual 
20% dividend credit which is avail- 
able to Canadian taxpayers in respect 
of dividends received from Canadian 
taxable corporations. 
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In the case of officers or senior em- 
ployees in the higher income brackets, 
some immediate financial hardship 
may result upon the acquisition of 
shares under an employee benefit 
plan, as liability to tax arises at the 
time that the option to purchase 
shares is exercised. Payment of the 
tax liability will require the use of 
outside resources of the employee or, 
alternatively, necessitate the disposal 
of a portion of his holdings to pay 
the tax which, in principle, is con- 
trary to the purpose of stock option 
and stock purchase plans. 

An example of the computation of 
the tax if an election is made under 
section 85A is shown in the illustra- 
tion below. 


Assume that a married tax payer is 
given an option to purchase 500 
shares of the capital stock of the cor- 
poration which employs him, at a 
price of $20 per share, and that he 
exercises his option in January 1958 
when the current market value is 
$35 per share. The value of the 
benefit would then be $7,500 (500 
shares at $15 each). Further assume 
that his incomes for the preceding 
three years and tax thereon were as 
shown below. 

After deduction of the 20 percent- 
age points from the average rate of 
tax, there remains a rate of 7.15% to 
be applied to the benefit of $7,500 as 
above calculated. The tax payable 
therefore amounts to $536.25. 


COMPUTATION OF TAX 
(with election under s. 85A) 


Average rate of tax 


1956 1955 1954 Total 
$18,000 $20,000 $23,000 $61,000 
$ 4,670 $ 5,390 $ 6,500 $16,560 

27.15% 
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Students Department 


Tue Errecr oF ELecrronic Eguir- 
MENT Upon ELEMENTARY ACCOUNTING 
INSTRUCTION 


Recently we canvassed a number of 
our fellow university accounting in- 
structors on a subject which has been 
worrying us: Is the usual type of in- 
troduction to accounting now becom- 
ing out of date? If electronic ma- 
chines can practically eclipse the 
usual bookkeeping routine, is there 
any virtue in much of what is often 
taught to accounting neophytes? In 
short, are those of us who teach at 
this level becoming obsolete our- 
selves? Everyone except the most 
hardened cynic or the most depraved 
criminal likes to think the work he 
does has some value, and teachers are 
perhaps among the most sensitive in 
this respect. 

We were heartened by the replies 
we received. Introductory account- 
ing instruction was, after all, worth- 
while. We rather gathered, how- 
ever, that our fellow instructors felt 
that recent electronic developments 
had strengthened the position of those 
who argue that the main emphasis 
should be on the financial statements, 
their purpose and meaning, and the 
significance of the accounting con- 
cepts employed in their preparation. 
Readers may be interested in a sum- 
mary of the replies we received. 


Professor Gilbert Horne (Assumption 
University) 

“It is hard to see why the use of 
electronic equipment would make the 
university course in Elementary Ac- 


BY J. E. SMYTH, F.C.A. 


Associate Professor, 
Queen's University 


counting obsolete. The first course 
in principles of accounting should not 
be a course in procedure as in a busi- 
ness college — that is, drill in journal- 
izing in simple books of original en- 
try and posting to ledger accounts. It 
seems to me that it is essential to ac- 
quire a good sound grounding in the 
basic facts about a business enter- 
price that underlie the accounting 
equation and that are the foundation 
of the rules of debit and credit. The 
first course in accounting should be 
used by the instructor to hammer 
home the basic role of accounting, 
which is to provide interested par- 
ties with significant data, presented 
and interpreted to permit intelligent 
decisions. No electronic equipment 
will replace judgment and reason.” 


Professor F. R. Crocombe 
(University of Toronto) 


“The effect of the more widespread 
use of electronic equipment on the 
university course in elementary ac- 
counting will depend entirely on what 
is taught in this course. 

“In the University of Toronto the 
first year in Accounting is considered 
to be probably the most important 
year as it is the foundation on which 
all the student’s accounting knowl- 
edge is based. 

“In this year the emphasis from the 
start is on accounting. Bookkeeping 
as such is not taught and only suff- 
cient explanation and demonstration 
of this subject is given to the student 
to enable him to understand the 
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sources from which the information 
he will use is drawn. 

“The main work in this elementary 
year is with trial balances and the 
extraction from them of profit and 
loss statements and balance sheets, 
and this work is continued in the suc- 
ceeding years, the only difference 
being in the complication of the ac- 
tivities of the business organizations 
under study. 

“For example, in the elementary 
year statements are confined to ser- 
vice or trading organizations operated 
as sole ownerships or partnerships. 
In the second year the statements of 
manufacturing and extractive indus- 
tries are prepared and the limited 
company form of proprietorship is 
introduced. 

“Since the elementary year is such 
an integral part of the whole course, 
it follows that if electronic equipment 
is to make the elementary year obso- 
lete, the remaining years, and in fact 
the whole study of accounting must 
follow it into discard.” 


Dr. A. A. Sterns (Carleton University) 

“When Luccio Pacioli in the middle 
ages introduced the principle of 
‘double entry’ he laid down the meth- 
ods and applications of accounting. 
For nearly five hundred years these 
methods and applications were passed 
on from one generation to another in 
the same form. These methods were 
characterized by the underlying prin- 
ciples. Teaching of these principles 
was in the hands of the existing 
‘comptoirs’ where apprentices were in- 
doctrinated and spent many years ab- 
sorbing the complexity of the prin- 
ciples. 

“With the approach of the ‘techni- 
cal age’ the comptoirs were replaced 
by special schools and later by uni- 


versities; and in time the universities 
came to accept the responsibility for 
accounting instruction. Elementary 
accounting as taught in our universi- 
ties embraces unchanging principles 
of double entry accounting. 
“Application of the principles has 
remained the same for centuries. The 
bookkeeper or accountant has carried 
his entries through many journals and 
ledgers, thereby duplicating the trans- 
cript of the transactions. Now, with 
the new era, changes in the mechanics 
of application are being introduced, 
changes which are breathtaking to the 
accountant and which are making ob- 
solete paper and pens, journals and 
ledgers. Better men are required, 
men who can apply the principles of 
elementary accounting under these 
evolving methods of recording data. 
“Historically, these changes in the 
mechanics of accounting can be listed 
as follows: 
1. The loose leaf system 
2. The copying system (use of car- 
bon paper). 
3. The introduction of typewriters in- 
to bookkeeping. 
4. The combined typewriter-adding 
machine (bookkeeping machine). 
. The punch card system. 
. The electronic computer. 


“What is the electronic computer? 
It is a device which is capable of stor- 
ing information (in this case account- 
ing information) from the original 
source (original input) and of carry- 
ing such information electronically to 
the required purpose (output). Pay- 
roll accounting may be taken as an 
example: a man’s time is recorded by 
the man himself on an electronic tape 
which computes his total working 
time and translates it into a dollar 
amount. The accountant still has the 
chore of setting up the input informa- 
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tion and the output demands. The 
computer replaces many mechanical 
steps in accounting formerly perform- 
ed by an army of bookkeepers and 
clerks. But it never has and never 
will replace the human guidance ne- 
cessary to perform the many steps and 
actions. 

The time element between input 
and output is remarkably shortened 
by electronic equipment. Whereas 
formerly an accountant could afford 
to make mistakes in principle because 
the timelag between input and out- 
put allowed for corrections, the ac- 
countant of today must be above his 
predecessors in the capacity to absorb 
and apply principles. I am convinced 
that more than ever our universities 
must concentrate on the ever increas- 
ing need to produce the best, begin- 
ning with a good grounding in the 
elements. Automation cannot replace 
the human brain and our universities 
are here to develop brains.” 


Professor K. F. Byrd 
(McGill University) 

“Accounting is not a purely techni- 
cal subject, so that it cannot be devas- 
tatingly affected by the introduction 
of electronic equipment. It has basic 
concepts and principles which need 
to be studied early and explored 
throughout the whole range of the 
subject. 

“To support this contention let us 
consider what an introductory ac- 
counting course must contain, as a 
university course. The aim of the 
year as a whole must be to teach the 
student how to prepare an income 
statement and a statement of financial 
position (i.e. a balance sheet) and to 
interpret the results. The use of debit 
and credit, the writing of journal and 
cash book entries, the posting of these 
to the ledgers — all these may be mere 
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mechanical repetition of certain basic 
rules which require only the minimum 
of thought, and a robot conformity 
with an easy debit and credit classi- 
fication. They constitute the practice 
of bookkeeping, and the bookkeeper 
of old, with his green peaked eye 
shade and pen behind ear, was not 
very greatly honoured in their ob- 
servance. 

“In preparing an income statement 
the accountant has to use his judg- 
ment and make important decisions. 
What is income, in the first place, and 
what is capital? The true definition 
of income is one that has fully exer- 
cised the minds of economists and ac- 
countants and will continue to exer- 
cise them. In attempting to deter- 
mine income for a period, firstly, 
what period shall be taken? Why 
should we take the normal twelve 
months as our basis? Why not six 
months or twenty-four months? If 
we decide on the period, then how 
are we to value inventories, accounts 
receivable and other current assets at 
the end of the period? Why are these 
current assets so important in the de- 
termination of income? These are 
questions which an electronic com- 
puter cannot answer. 


“We find ourselves immediately 
grappling with the problem of the 
stage at which income may be re- 
garded as earned. If we have bought 
assets which, in the normal course, 
we shall resell at a profit, have we 
earned income if, at the date on 
which our financial period ends, the 
assets could be sold at a figure in 
excess of cost? Or must we disre- 
gard such income until we actually 
sell the asset? On the other hand, if 
we could, at the date in question, only 
sell the asset at a figure below cost, 
may we ignore this as only a poten- 
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tial loss, or must we provide for it in 
calculating our income? The account- 
ant’s rule of conservatism says no, the 
potential loss must be taken into ac- 
count, but the potential profit must be 
ignored until realization by sale. 

“Then there is the student's first in- 
troduction to the rule for valuation 
of inventory at ‘cost or market which- 
ever is the lower. He should be 
shown, even at the introductory level, 
that, while goods may not be sep- 
arately identifiable in storage, differ- 
ent ‘cost’ figures for inventory are 
available in the shape of ‘latest cost’ 
(goods being charged out at costs de- 
termined in accordance with the 
chronology of purchases) or ‘earliest 
cost’ (goods being charged out at the 
most recent costs not already assigned 
to earlier issues ) or ‘average cost’ (the 
purchase prices of both issues and 
inventory being determined by av- 
eraging). At the same time, the ab- 
solute necessity for consistency in 
the method adopted must be brought 
home to the student. Again, there is 
the second term ‘market’ to be consid- 
ered. Is it ‘replacement price’, as 
normally in North America, or ‘net 
realisable value’ (i.e. selling price less 

.. selling expense) as always in Britain 
but not in North America, unless it is 
less than replacement price? An 
example or two, in times of rapidly 
changing prices, will soon show how 
important this is in the calculation of 
income — how widely varying may be 
figures for income determined on dif- 
ferent possible bases. 

“Fixed assets and liabilities have, 
of course, to be distinguished and ex- 
plained. The concept of ‘deprecia- 
tion provision’ follows, the different 
possible methods being discussed with 
their merits and demerits. This prob- 
lem of depreciation provision and all 
the other problems touched on above 


will have only preliminary treatment 
in an elementary course, but they 
must surely be first introduced here. 

“The limitations of a static balance 
sheet, purporting to give a photo- 
graph of the financial position at a 
given moment of time, must be 
brought home to the beginner, with 
discrimination between “going concern 
value’ and ‘realisable value’, the latter 
on the basis of immediate liquidation. 
In times of inflation it should not be 
difficult to show students the weak- 
nesses of traditional accounting tied 
as it is to the unwarranted supposi- 
tion of unchanging money values. 
In later years he should be introduced 
to possible ways of overcoming these 
difficulties, but he must now at least 
be made aware of the weaknesses of 
conventional accounting. 

“In writing of these things the ideas 
which need to be presented to stu- 
dents for the stimulation of their own 
judgment crowd in for mention. Only 
a few have been indicated and little 
has been written of them in this 
short space. But perhaps enough has 
been said to show that the major pre- 
occupation of an introductory course 
in accounting should be with matters 
other than mere bookkeeping tech- 
nique, whether that be achieved by 
traditional or electronic methods.” 


The Editor 

We believe that an understanding 
of the double entry analysis of trans- 
actions will continue to be indispens- 
able to the practice of accountancy 
regardless of the methods used to re- 
cord accounting data. We think also 
that such an understanding requires 
at least some reference to the actual 
techniques by which the theory is 
implemented in practice. 

If double entry were only a means 
of checking the arithmetical accuracy 
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of what is recorded, we should have 
to admit that it ought to be discarded 
with the development of machines 
which do not make the kinds of errors 
which in traditional bookkeeping can 
put the books out of balance. But 
double entry is essentially a system of 
classification of data, and is an in- 
herent part of the whole accounting 
scheme. Under its discipline, we re- 
cord changes amongst assets and 
at the same time classify the inflows 
and outflows of assets. In the result 
we have not only a continuous record 
of the assets as they are, but an ex- 
planation of how they got to be what 
they are. (The measurement of in- 
come is a part of this process.) 


We doubt that anyone can really 
understand or appreciate the signifi- 
cance of statistical data without hav- 
ing, at some stage, a first-hand experi- 
ence of the way in which the data are 
recorded initially. The experience 
need only last for so long as is neces- 
sary to relate the way in which things 
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are done to the purpose for which 
they are being done. But accounting 
remains, at its basic level, a system 
of compiling and classifying a type 
of statistical data. The interpretation 
of such data requires a knowledge 
of the means which have been used 
in recording and classifying them be- 
cause sometimes the methods are ar- 
bitrary or purely conventional, and 
the results have an air of finality and 
precision which they do not deserve. 
Put another way, one cannot com- 
pletely ignore the mechanics of re- 
cording transactions because import- 
ant decisions may have to be made 
at that time. The dividing line be- 
tween practice and theory becomes 
indistinct. We think, therefore, that 
accounting instruction cannot entirely 
avoid some description of the meth- 
ods currently used for recording its 
basic data. On the other hand, we 
would agree that the tail would in- 
deed be wagging the dog if such a 
description were to become an end 
in itself. 


PROBLEMS AND SOLUTIONS 


Solutions presented in this section are prepared by qualified accountants, 
and reflect the personal views and opinions of the various contributors. 
They are designed not as models for submission to the examiner but rather 
as such discussion and explanation of the problems as will make their study 
of benefit to the student. Discussion of solutions presented is cordially 
invited. 


PROBLEM 1 


Final Examination, October 1956 
Auditing ITI, Question 3 (25 marks) 


The management of G Co. Ltd., incorporated under the Companies Act 
(Canada), has approached the D Bank for a loan of $30,000 repayable over 4 
years. Comparative financial statements since the date of the company’s in- 
corporation have already been submitted to the D Bank. CA has been asked 
to assist in the preparation of additional statements and/or schedules to sup- 
port the company’s request. 


CA has been given the following condensed balance sheet: 
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G CO. LTD. 


BALANCE SHEET 
as at May 31, 1956 


ASSETS LIABILITIES AND CAPITAL 
Current Current 
Accounts receivable . $27,000 Bank overdraft ..... $15,000 
Inventories 29,920 $ 56,920 Accounts payable .... 31,800 
—— Taxes payable ...... 1,000 $ 47,800 
Fixed Sint. 
Land $10,000 Mortgage payable ....... . 20,000 
Building 30,000 
Equipment . 45,000 Capital and surplus 
——-- Shares authorized 
$85,000 and issued ....... 40,000 
Less: accumulated Distributable surplus ....... 10,000 
depreciation . 18,500 71,500 Earmed surplus .......... 10,620 
$128,420 $128,420 














CA has also been given the following summary of net profits for each 
year since incorporation: 


Operating Depreci- Taxes on Net 

income ation income Profit 
Year ended May 31, 1953 ... $ 5,500 $2,500 $ 600 $2,400 
Year ended May 31, 1954 .. 5 7,100 2,500 920 8,680 
Year ended May $1, 1955... 10,800 6,250 910 3,640 
Year ended May 31, 1956 . ¢4 12,000 5,250 1,350 5,400 


On enquiry, CA determines that: 

(4) The G Co. Ltd. was formed and commenced operations on June 
1, 1952. 

(ii) All of the company’s capital stock was issued for cash. 20% of the 
proceeds were allocated to Distributable Surplus. 

(ii) For the first two years of operations, the company occupied an old 

Fi factory building at an annual rental of $2,000. On June 1, 1954 the 
presently held land and building were purchased for $10,000 and 
$30,000 respectively. 

(iv) At the commencement of operations, the company purchased equip- 
ment for $25,000. On June 1, 1954 additional equipment was 
purchased for $30,000. On September 30, 1955 machinery pur- 
chased on June 1, 1952 for $10,000 was sold for $8,500. 

(v) The company’s depreciation policy provides for the calculation of 
the annual provision at 24% per annum on the building and 10% 
per annum on the equipment calculated on the closing balance in 
the asset account. . 

(vt) On May 31, 1955 the company procured a $20,000 5% mortgage 
on its property to be repaid in five equal annual instalments com- 
mencing May 31, 1960. Interest is payable annually on May 31. 

(vit) Dividends of $1,500 have been paid on May 81, in each of the 
four years of operations. 
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Management anticipates that operations will continue to expand at the 
same rate as for the past four years. 


For the purposes of this question, taxes on income are calculated at 20%. 

Required: 

(16 marks) (a) Based upon the information provided, prepare the state- 
ments and/or schedules which CA would submit to manage- 
ment for presentation to the D Bank. State the conclusions 
derived from these statements and/or schedules which 
should be drawn specifically to the bank's attention. 

(5 marks) (b) What additional information would CA suggest manage- 
ment provide for the D Bank? 

(4 marks) (c) List the security the company could offer for the loan and 
the restrictions it should be prepared to assume until the 
loan is repaid. 


A SOLUTION 


(a) G CO. LTD. 
STATEMENT OF SOURCES AND APPLICATIONS OF WorKING CAPITAL 
for the years ended May 31, 1953, 1954, 1955 and 1956 
1953 1954 1955 1956 Total 
Working capital at beginning 
ere ee Noes sass ee $28,400 $33,080  $(8,530) $ - 


Sources of working capital 
Operating profits before 


depreciation ....... ane be 6,180 9,890 10,650 31,620 
Sale of capital stock .< $0000 50,000 
Real estate mortgage .... ste 20,000 20,000 
Sale of machinery .............. 8,500 8,500 


54,900 34,580 62,970 10,620 110,120 


Applications of working capital 


cna Sa ees eek 1,500 1,500 1,500 1,500 6,000 
ME gcse od sleds cen dia veasun 10,000 10,000 
NP RMAMIINBS 36fo Fo B32 od cuecha i fiers he 30,000 30,000 
Pen a Ns oa, 2 25,000 30,000 55,000 


26,500 1,500 71,500 1,500 101,000 


Working capital at end of year . $28,400 $33,080  $(8,530) $9,120 $ 9,120 
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G CO. LTD. 


STATEMENT OF EARNED SURPLUS 
for the four years ended May 31, 1956 


Net profits for the four years ..... =~ $15,120 

Gain on sale of machinery en ee 1,500 

16,620 

Less dividends for four years 6,000 

Earned surplus as at May 31, 1956 ... , $10,620 
G CO. LTD. 


STATEMENT OF ACCUMULATED DEPRECIATION 
for the four years ended May 31, 1956 


1953 1954 1955 1956 Total 














Buildings OA ke ce = _ $ 750 $ 750 $ 1,500 
OS SE ee ee ee $ 2,500 $ 2,500 5,500 4,500 15,000 
Sale of equipment te - — — (3,000) (3,000) 
$ 2500 $2500 $6,250 $2250 $13,500 
G CO. LTD. 
EsTIMATED RESULTS OF FUTURE OPERATIONS 
for the four years ended May 31, 1960 

1957 1958 1959 1960 

Operating income (see note below) ..... $14,400 $17,280 $20,736 $24,883 
Deduct Genrectiliion. . . 2... 2.6. ees es. 5,250 5,250 5,250 5,250 
9,150 12,030 15,486 19,633 

Deduct taxes on income ............ -255, BBs0 2,406 3,097 3,927 
Net profit. BI ete pe ORC oN $ 7,320 $ 9,624 $12,389 $15,706 




















_ Note: After adding back rental expense of $2,000 to operating income for each of 
the years ended May 31, 1953 and 1954 to make the results comparable with the years 
ended May 31, 1955 and 1956, operating income has increase at the rate of approximate- 
ly 20% each year. 

G CO. LTD. 


CasH AVAILABLE FROM OPERATIONS 
for the four years ended May 31, 1960 


1957 1958 1959 1960 
Estimated net profit 1 Buck Seti. ook cee $ 9,624 $12,389 $15,706 
Add back depreciation ................... 5,250 5,250 5,250 5,250 


Estimated cash available from operations .. . . $12,570 $14,874 $17,639 $20,956 























Conclusions to be drawn from above statements of interest to the bank 


1. The working capital position is relatively weak, the ratio of current assets 
to current liabilities being 1.2 to 1. This situation is explained first, by 
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the purchase of fixed assets in excess of funds provided from the issue of 
capital stock and from the mortgage and second, by the payment of 
dividends of $6,000 over the four years. 

2. While the current position is weak, operating profits have been increasing. 
If operations expand as anticipated, the company will be able to repay 
the bank loan in four years provided no further capital expenditures 
are undertaken. A total of approximately $66,000 will be provided in 
these four years from which the company can: 

a) Repay the bank loan of $30,000; 

b) Repay the bank overdraft of $15,000; 

c) Pay dividends of $6,000 ($1,500 a year as in the past); and 

d) Pay the principal instalment on the mortgage in 1960 of $4,000. 

3. Interest charges on the mortgage and the bank loan will in future reduce 
the profit (and the taxes on income). 


(b) Information which management should provide for the bank 


. A statement of the use to which the money borrowed is to be put. 
. A review of the adequacy of the present plant. 
. A statement of future dividend policy. 
. A market survey, if available. 
. A statement of the estimated future working capital which will be 
required in the form of accounts receivable and inventories. 
A review of the present credit policy and general staff in relation 
to the anticipated expansion. 
. A list of present accounts payable including the names of the major 
creditors. 

8. An estimate of the present value of the plant. 

9. A description of the product. 
10. An aged list of the accounts receivable. 
11. A description of inventories, analyzed as to the dollar amounts of 

the various categories. 

12. A list of shareholders and their holdings. 
13. A list of the directors of G Co. Ltd. 
14,. An estimated cash budget for the ensuing four years and a pro 
forma statement of profit and loss and balance sheet showing the 
effect of the loan repayment. 
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(c) Security which the company could offer for the loan 


1. An hypothecation of accounts receivable. 
2. A loan on the security of inventories under section 88 of the Bank Act. 


(d) Restrictions company should assume until loan is repaid 
. A limit on dividend payments. 

A limit on further purchases of fixed assets. 

A limit on major contractual obligations. 

Submission of monthly reports to the bank. 

Limits on the granting of credit to customers. 
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Alberta 

Price, Waterhouse & Co., Chartered Ac- 
countants, Calgary, announce the admis- 
sion to partnership of J. G. Simonton, C.A. 


James Stewart, C.A. announces the open- 
ing of an office for the practice of his 
profession at 231 - 8th Ave. S.W., Calgary. 


British Columbia 

W. H. Power and C. A. Clouston, Chart- 
ered Accountants, announce a change of 
name from W. H. Power & Co. to Power 
& Clouston, Chartered Accountants, with 
offices at No. 4, 205 — 3rd Ave. S., Port 
Alberni. 

A. A. Shaw, C.A. has been appointed 
vice-president of Canadian Bakeries Ltd., 
Vancouver. 


Campbell, Shankland & Co., Chartered 
Accountants, announce the dissolution of 
partnership. Messrs. A. J. Shankland, J. 
*C. Ryan and G. T. Jewell, Chartered Ac- 
countants, announce the formation of a 
partnership under the firm name of A. J. 
Shankland & Co., Chartered Accountants, 
with offices at Nelson, Creston and Cran- 
brook. 


A. J. Shankland & Co., Chartered Ac- 
countants, announce the admission to part- 
nership of Gordon Donald Leversage, C.A. 
Mr. Leversage will be resident partner of 
the firm at Creston. 


Nova Scotia 

Weldon D. Coleman, C.A. has been ap- 
pointed secretary-treasurer of The Halifax 
Herald Ltd. 


Ontario 

Earl I. Grossman, Samuel Diamond and 
Jack Goodfield, Chartered Accountants, an- 
nounce the merger of their practices. Hence- 
forth the practice of their profession will 
be carried on under the firm name of 
Grossman, Diamond & Goodfield, Chart- 
ered Accountants, with offices at Ste. 218, 
534 Lawrence Ave. W., Toronto. 

Fisher, Gordon & Co., Chartered Ac- 
countants, 66 Richmond St. W., Toronto, 
announce the admission to partnership of 
Michael Wolfish, C.A. 

Philip F. Connell, C.A. has been ap- 
pointed comptroller of the Canadian West- 
inghouse Co. Ltd., Hamilton. 

J. A. Ross, C.A. has been appointed vice- 
president and treasurer of Shell Oil Co. of 
Canada Ltd., Toronto. 

Jean-Paul Latendresse, C.A. announces 
the removal of his offices to 303 Kendall 
St., Eastview. 

Norman D. Mathewson, C.A. has been 
appointed comptroller of Miles Labora- 
tories Ltd., Toronto. 

Davis, Bishop & Co., Chartered Ac- 
countants, announce the removal of their 
offices to 481 Brittany Dr., Manor Park, 
Ottawa 2. 

Ben Springer, C.A. and Harold M. Chap- 
man, C.A. announce the formation of a 
partnership for the practice of their pro- 
fession under the firm name of Springer, 
Chapman & Co., Chartered Accountants, 
with offices at Ste. 801, 137 Wellington 
St. W., Toronto. 

F. Warde McDonald, C.A. has been ap- 
pointed internal auditor of Wood, Gundy 
& Co. Ltd., Toronto. 
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INSTITUTE NOTES 


Alan W. Jackson, Jr., C.A. has been 
elected president of the chamber of com- 
merce of North Bay and District. 

Chagnon & MacGillivray, Chartered Ac- 
countants, Hamilton, announce the open- 
ing of a branch office at 29 St. James St., 
St. Catharines, with Robert O. Evoy, C.A. 
as resident partner. 

Cohen, Perlman & Co., Chartered Ac- 
countants, announce the admission to part- 
nership of William B. Collins, C.A. Hence- 
forth the practice will be conducted under 
the firm name of Cohen, Perlman, Collins 
& Co., Chartered Accountants, with of- 
fices at Ste. 308, 88 Richmond St. W., 
Toronto 1. 

Alex Farrell, C.A. has been appointed 
comptroller of Cabot Carbon of Canada 
Ltd., Sarnia. 

Charles J. McCabe, C.A. announces the 
removal of his offices to Ste. 328, 67 Yonge 
St., Toronto. 

M. W. Rashkis, B.A., C.A. announces the 
admission to partnership of J. T. Berezin, 
B.Com., C.A., M. P. Rubin, B.A., C.A., and 
M. Finkelstein, B.Com., C.A. Henceforth 
the practice will be carried on under the 


NEWS FROM THE C.LC.A. 


1957 International Congress Book: Orders 
are now being accepted for the 700-page, 
linen-bound, complete report of the Seventh 
International Congress of Accountants, ac- 
cording to a recent notification from the 
secretary of the congress. Everyone who 
attended the congress will receive one free 
copy of this report, which will be published 
some time in April. The price for extra 
copies or for orders from non-participants 
will be $6.50. 

As well as reproducing the addresses de- 
livered at the opening and closing sessions 
and at the official dinner for delegates, the 
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firm name of Rashkis, Berezin, Rubin & 
Finkelstein, Chartered Accountants, with 
offices at 11 King St. W., Toronto. 


Quebec 

Morley B. Miller, C.A. announces the 
removal of his office to Ste. 12, 5257 Queen 
Mary Rd., Montreal. 

Ronald R. Lanthier, C.A. has been ap- 
pointed treasurer of Webb & Knapp (Can- 
ada) Ltd., Montreal. 

John M. Wynn, C.A. and Eric G. White- 
hall, C.A. announce the opening of an of- 
fice for the practice of their profession un- 
der the firm name of Wynn, Whitehall & 
Co., Chartered Accountants, with offices at 
Ste. 207, 1117 St. Catherine St. W., Mont- 
real 2. 

McDonald, Currie & Co., Chartered Ac- 
countants and Cooper Brothers & Co., 
Chartered Accountants, announce that the 
international firm of Coopers & Lybrand 
with whom they are associated, has ex- 
tended its practice to Mexico through the 
admission of Despacho Roberto Casas Ala- 
triste, Mexico City. 





report will include reprints (in four lan- 
guages) of the 31 papers issued prior to 
the congress on the following subjects: 

Principles for the accountants’ profession 

Verification of the existence of assets 

Budgeting and the corresponding mod- 

ernization of accounting 

The internal auditor 

Business organization and the public ac- 

countant. 

These papers will be accompanied by 
the summaries on each subject delivered by 
the rapporteurs and verbatim reports of 
discussions. 


To simplify the distribution of the report, 
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orders for copies, together with remittances, 
should be sent before February 15 to E. 
Michael Howarth, Executive Secretary, The 
Canadian Institute of Chartered Account- 
ants, 69 Bloor Street East, Toronto 5. On 
that date he will forward a bulk order to 
Amsterdam to supply the total quantity re- 
quired by the Canadian profession. 


B.C. INSTITUTE 
Convocation: The 44 successful candidates 
in the 1957 final uniform examinations re- 
ceived membership certificates at a convo- 
cation held on Saturday, January 18, 1958, 
at the Vancouver Art Gallery. The speaker 
was Hon. Robert Bonner, Attorney-General 
of the Province of British Columbia. 
C.I.C.A. President James de Lalanne con- 
ferred a certificate of Honorary Membership 
in the B.C. Institute upon Earle D. Mac- 
Phee, Dean of the Faculty of Commerce 
and Business Administration, U.B.C. 

The gold medal for first place in the 
final examinations was won by Robert A. 
Carmichael of Oak Bay. Tied for the silver 
medal in the intermediate examinations 
were Joseph C. McKinney and Norman C. 
Ratcliffe. Louis G. Gibbons received the 
bronze medal as top candidate in the prim- 
ary examinations. 


Dinner: The visit of Mr. de Lalanne to 
Vancouver was also highlighted by a din- 
ner at the Vancouver Club on the evening 
of January 11, 1958. Invited guests in- 
cluded all past presidents of the B.C. 
Institute. 


Prince George C.A. Association: A dona- 
tion of $50 for the benevolent fund was 
received from the Prince George Chartered 
Accountants Association. 


QUEBEC INSTITUTE 


Two open forum meetings were held in 
the Quebec Institute assembly hall, one on 
December 10 in French and the other on 
December 12 in English. The subject for 
both meetings was registered retirement 
savings plans. 

The French panel comprised Hervé Bel- 
zile, C.A., general manager, Alliance Na- 
tionale Life Assurance Company; Maurice 
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Forget, assistant general manager, Royal 
Trust Company; and Jacques Melancon, 
pensions officer, Bolton Tremblay & Co. 
The moderator was Marcel Caron, C.A. 

The English panel was made up of Wm. 
H. Budden, vice-president, McLean, Bud- 
den Limited; R. A. Estall, vice-president, 
Johnson & Higgins (Canada) Limited; and 
E. Crowe, actuary, Sun Life Assurance Co. 
of Canada. C. N. Knowles, C.A. was mod- 
erator. 

o ° o 


The officers of the Quebec Institute were 
pleased to have a visit in November from 
Mrs. Ethel Dixon, formerly executive sec- 
retary. Mrs. Dixon was on her way from 
England to her home at Manhattan Beach, 
near Los Angeles, California. 


ONTARIO INSTITUTE 


Board of Examiners-in-Chief: D.C. Stewart 
of Glendinning, Jarrett & Campbell, Toronto, 
has been appointed the Ontario represen- 
tative on the Board of Examiners-in-Chief. 
He succeeds W. A. Simonton of Price, 
Waterhouse & Co., Toronto, who has been 
the representative since 1954. 


Anniversary Dinner: The 75th anniversary 
dinner of the Institute will be held at the 
Royal York Hotel on Friday, March 14 at 
7:15 p.m. The Institute is indeed fortunate 
in having as guest speaker the Honourable 
J. Waldo Monteith, F.C.A., the Minister of 
National Health and Welfare. 


Presentation of certificates: The ceremony 
of presenting membership certificates to 
the 181 new members of the Institute will 
be held on Friday, February 14 at 3:15 
p.m. in the Royal York Hotel. Mr. D. A. 
Ampleford, F.C.A., a past president of the 
Institute, will give the address of welcome. 


Tom Merrilees: The president of the In- 
stitute has announced with great regret the 
resignation of Mr. Tom Merrilees, B.Com., 
as associate registrar of the Institute, on 
January 31, 1958. Mr. Merrilees has been 
with the Institute since August 1953 and 
has given. outstanding service. His work 
with the Students’ Association has been 


particularly appreciated. The Council and 
Continued on page 180 














LIST OF PUBLICATIONS 


Books and Brochures 
Financial Reporting in Canada, 1957 
(members) $4.00; (others) 
Accounting Terminology 
(members) 2.00; (others) 
Integrated and Electronic Data Processing 
in Canada Po. 
Accounting for the Forest Product Industries .. . 
Grain Accounting in Canada 
Municipal Finance in Canada 
Auditing Procedures, by Dell & Wilson . 
Should Small Business Incorporate? 
Directory of Canadian Chartered Accountants 
(members) $3.00; (others) 
Chartered Accountant Examinations in Canada— 
a guide for students . 


Examination Questions and Solutions 
Questions — 1950, 1952, 1953, 1954, 1955, 

1956, 1957 intermediate and final ....... .50 each 
Solutions — 1954, 1955 


Accounting and Auditing Research Bulletins 

Bulletin No. 2, and Nos. 4 to 14 inclusive .25 each 
(available in English and French) 

Binding Folder for bulletins ........... .25 each 


Order these publications (postage prepaid) from 


The Canadian Institute of Chartered Accountants 
69 Bloor Street East Toronto 5, Ontario 
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Continued from page 178 

his many friends among the members and 
students wish him and his family great 
success on their return to New Zealand. 


VANCOUVER ISLAND C.A. CLUB 

H. A. Morris, 1957-58 president of the 
V.I.C.A. club, reports that the first meet- 
ing of the 1957-58 year took place at the 
Pacific Club, Victoria, on November 29, 
1957. The meeting featured a film and 
talk on towing and salvage operations, pre- 
sented by Norman Turner, marine super- 
intendent of Vancouver Island Tug & Barge 
Ltd. 

A central committee has been formed to 
arrange for the B.C. Institute’s 1958 an- 
nual meeting on June 12 and 13, 1958. 
The following committees and chairmen 
have been appointed: 

General Chairman, P. S. Watt; Deputy 
Chairman, E. D. Taylor; Secretary, C. E. 
Wesson (Dept. of National Revenue, Taxa- 
tion Division), 208 Belmont Bldg. Victoria, 
B.C.); Reservations, Registration and Re- 
ception, J. Jeyes; Information and Public 
Relations, G. A. Green; Technical, H. G. 
Craven; Social and Ladies, R. L. Germain 
and R. T. McKean. 

The Central Committee welcomes sug- 
gestions from members concerning topics 
for technical sessions and general conduct 
of the annual meeting functions. 


~ C.A. CLUB OF OTTAWA 

At the luncheon meeting of the club held 
on December 12, 1957, a film produced by 
the Foundation Company of Canada Lim- 
ited on the “Dew Line” was shown. A 
running commentary was given by R. F. 
Shaw, vice-president of the Company. 


TORONTO STUDENTS 
On Thursday, January 23, the Toronto 
branch of the Ontario Students Association 
held a farewell dinner for Mr. Tom Merri- 
lees, assistant registrar of the Ontario In- 
stitute. 


LETTER TO EDITOR 
Kingston, Ontario 
Sir: I would like to add two com- 
ments to Mr. Gough’s excellent article 
in the November 1957 issue on the 
use of the slide rule. 

In the first place, one can speed 
up, by as much as 40%, the calcula- 
tion of a number of different compu- 
tations (for example, 2.2 x 1.4 x 3.2) 
by using the “Cl” scale. The “Cl” 
scale is shown between the “B” and 
“C” scales in the illustration in the 
magazine and its use is explained in 
any slide rule text. 

Secondly, accountants may find 
more useful a slightly different type 
of slide rule from that illustrated. I 
am referring to the slide rule which 
has “folded scales”, that is, it has 
scales “CF” and “DF” in place of the 
“A” and “B” scales. 

As Mr. Gough states, greater accur- 
acy is possible by using the “C” and 
“D” scales than by using the “A” and 
“B” scales. Hence, the “A” and “B” 
scales are unnecessary, and often un- 
suitable, for the computations an ac- 
countant is likely to do. However, 
the “C” (or “Cl”) and “D” scales, 
used alone, have one disadvantage, 
namely, that certain calculations 
sometimes put one “off scale” and re- 
quire an extra movement of the slide 
to bring one “on scale” again. The 
“CF” and “DF” scales, being as it 
were added lengths of the “C” and 
“D” scales, obviate this extra move- 
ment since with them one is always 
“on scale”. I would therefore suggest 
that anyone who has been inspired 
by Mr. Gough’s article to purchase a 
slide rule make sure it has the scales 
aoe, “GE, “CI”, “C” “and. “Db” 
on it. 

B. J. B. Garvin, C.A. 
Queen’s University 





The editor welcomes information for this column. News of members and 
provincial Institutes’ activities received up to and including the 13th of the 
month will appear in the following issue of the journal. 
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CLASSIFIED ADVERTISEMENTS 

All replies to box numbers should be sent to 

The Canadian Chartered Accountant, 69 
Bloor Street East, Toronto 5, Ontario 


Closing date is 13th of preceding month 





CHARTERED ACCOUNTANT: Recent 
graduate required by Canadian chartered 
accountants for senior position in our Ber- 
muda office. Apply to Butterfield & Stein- 
hoff, P.O. Box 247, Hamilton, Bermuda. 


WANTED: Assistant auditor for rapidly 
growing company to act as understudy. 
Applicants must have written their final 
C.A. examination or qualified as a chart- 
ered accountant, 5 day week and generous 
employee benefits. Box 740. 


OPPORTUNITY for recent graduate with 
a rapidly expanding firm of chartered ac- 
countants in Central Alberta. Excellent 
opportunity for partnership. Reply in strict 
confidence. Box 739. 


CHARTERED ACCOUNTANT wanted as 
assistant or associate professor of account- 
ing depending on qualifications. Depart- 
ment of Commerce, Dalhousie University, 
Halifax, N.S. 


OLD ESTABLISHED AND EXPANDING 
Toronto firm of chartered accountants with 
branch offices offers an interesting position 
in a diversified practice leading directly 
to a partnership interest to a qualified man 
age 30-35 who has at least five years broad 
Canadian experience with some specializa- 
tion and who possesses the requisite quali- 
ties for success in professional practice, OR 
will consider merger with smaller Toronto 
firm of younger men of similar calibre. 
This is a challenging opportunity with an 
excellent potential for men of superior ca- 
pacity. All replies in strictest confidence. 
Box 730. 








C.A., 35, married, employed in U.S.A. 
desires to relocate in Vancouver. Heavy 
experience in general accounting, taxes, 
budgets and systems. Five years diversi- 
fied experience with national firm of C.A.’s 
in U.S.A. Box 742. 


ACCOUNTING PRACTICE WANTED in 
Montreal by purchase or succession agree- 
ment. Box 706. 





EXECUTIVE POSITION OPEN: The In- 
stitute of Chartered Accountants of On- 
tario requires a man, preferably under 35, 
for the position of assistant registrar. Com- 
mencing salary $6,000. Position includes 
responsibility for student counselling, office 
management and_ building supervision. 
Preference will be given to a chartered 
accountant. Those interested should apply 
in writing to the Ontario Institute at 69 
Bloor Street East, Toronto, marking the 
envelope ‘Confidential’. 


DO YOU NEED A YOUNG C.A. to fill 
the position of: (1) Office manager? (2) 
Internal audit supervisor etc.? (3) Comp- 
troller, assistant or equivalent? (4) Secre- 
tary-treasurer, assistant or equivalent? Re- 
ply Box 741. 


WANTED BY C.A. EQUIVALENT (final 
supp.) per diem work, $21 per day, Metro 
Toronto area. Box 745. 


COST ACCOUNTANT WANTED for 
North-Western Quebec city. Opportunity 
for experienced man to take control of cost 
accounting department of expanding manu- 
facturer of mining supplies. All inquiries 
considered. Box 746. 


CHARTERED ACCOUNTANT, age 30, 
desires position with individual or small 
practising firm with opportunity for part- 
nership or succession. Ontario outside the 
Toronto area preferred. Box 743. 


STUDENT WANTED: Intermediate or 
senior for office in small town in Ontario. 
Good opportunities for advancement. Please 
contact G. H. Ward, C.A., 200 Bay St., 
Toronto 1, Ontario. EM 3-6449, 


CHARTERED ACCOUNTANT: Bilingual 
chartered accountant wanted by rapidly 
expanding firm in North Western Quebec to 
manage branch office. Remuneration for 
this position will be salary and incentive 
annual percentage. Partnership possibili- 
ties. Replies to Jacques Angers & Co., 
Reilly Building, Rouyn, P.Q. 

POSITION WANTED: French chartered 
accountant, age 27, with a year experience 
in industry, and a year in a C.A. firm, de- 
sires position with a firm of chartered ac- 
countants in the province of Quebec. Will 
consider partnership possibility or succes- 
sion agreement. Box 744. 
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BARRISTERS AND SOLICITORS 





MACLEOD, McDERMID, DIXON, BURNS, McCOLOUGH, 
LOVE & LEITCH 


Barristers and Solicitors 


6th Floor, Hollinsworth Building - - ~- Calgary, Alta. 


PITBLADO, HOSKIN, BENNEST, DRUMMOND-HAY, 
PITBLADO, McEWEN, ALSAKER, HUNTER & SWEATMAN 


Barristers and Solicitors 


900 Hamilton Building, 395 Main Street - Winnipeg 2, Man. 


STEWART, SMITH & MACKEEN 


Barristers and Solicitors 


Roy Building - - - - - Halifax, N.S. 
ROSS & ROBINSON 
= Barristers and Solicitors 
Canadian Bank of Commerce Chambers - Hamilton, Ont. 


BORDEN, ELLIOT, KELLEY, PALMER & SANKEY 
Barristers and Solicitors 


25 King Street West’ - - . - - Toronto 1, Ont. 


McCARTHY & McCARTHY 
Barristers and Solicitors 


Canada Life Building, 330 University Avenue - Toronto 1, Ont. 
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WRIGHT & McTAGGART 
Barristers and Solicitors 


67 Yonge Street . - - - - Toronto 1, Ont. 


BEAULIEU, BEAULIEU & CASGRAIN 


Barristers and Solicitors 


Kent Building, 10 St. James Street East - Montreal 1, Que. 


COMMON, HOWARD, CATE, OGILVY, BISHOP & COPE 


Barristers and Solicitors 


Royal Bank Building - - -  - Montreal 1, Que. 


DIXON, SENECAL, TURNBULL, MITCHELL, STAIRS, 
CULVER & KIERANS 


Barristers and Solicitors 


Bank of Canada Building : Montreal 1, Que. 


PHILLIPS, BLOOMFIELD, VINEBERG & GOODMAN 


Barristers and Solicitors 


464 St. John Street’ - - - - - Montreal 1, Que. 


STIKEMAN & ELLIOTT 


Barristers and Solicitors 


505 Bank of Canada Building -  - Montreal 1, Que. 


PRATTE, TREMBLAY & DECHENE 
Barristers and Solicitors 


100 Place dYouville, Suite 200 - - - (Quebec, P.Q. 





MacPHERSON, LESLIE & TYERMAN 


Barristers and Solicitors 


2236 Albert Street - - - Regina, Sask. 








LIFE INSURANCE 


JAMES CROSSLAND, C.L.U. 
Estate Analysis, Business and Personal Life Insurance 


MUTUAL LIFE ASSURANCE CO. OF CANADA, 50 KING ST. W., TORONTO 


HOWARD J. CROFTS, C.L.U. 


Business Insurance and Estate Planning 


THE LONDON LIFE INSURANCE COMPANY, 25 KING ST. W., TORONTO 


ANDREW J. ELDER, C.L.U. 


THE LONDON LIFE INSURANCE COMPANY 
25 King St. West - -  - - - Toronto, Ont. 


MERTON DURANT — ROSS DURANT 


We offer service based on many years of successful experience. 


Pension Plans, Estates Analysis, Employee Benefit Plans 


“THE CANADA LIFE ASSURANCE COMPANY, 330 UNIVERSITY AVE., TORONTO 


JAMES B. RUSSEL, B.A., B.Com., C.L.U. 
Estate Planning 


SUN LIFE OF CANADA, 60 VICTORIA ST., TORONTO 


SOL EISEN 


PERSONAL PENSION PLANS (TAX EXEMPT) 
DEFERRED EXECUTIVE COMPENSATION PLANS BUSINESS INSURANCE 


Since 1936 specializing in employer-employee benefit and pension plans. 
THE CANADA LIFE ASSURANCE COMPANY, 330 UNIVERSITY AVE., TORONTO 
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TAX CASES 


The official reports of taxation cases covering the years 1875 to 
1953, in 34 volumes, with index specially prepared by Butterworths 
Editorial Staff. Now complete. Price, $450.00 on terms ($410.00 
cash). 


Volume 35 (price $9.00) and Volume 36 (price $12.00) are com- 
plete. A continuing subscription to Volume 37 and subsequent 


volumes can be arranged. 


CANADIAN INCOME TAX by John G. McDonald 


A descriptive text of the Canadian law of Income Tax, kept up 
to date by Cumulative Supplements issued three times a year and 
by replacement of chapters when necessary. 


Price $35.00, complete to date Service charged annually 


CASES AND MATERIALS ON INCOME TAX 


by John G. McDonald 


Just published. An invaluable guide for the student and prac- 
titioner to the Canadian income tax field. Contains 140 cases selected 
and edited, and keyed to the sections of the Income Tax Act. 


Price $18.50 (Special price to registered students — $15.00) 


Full particulars from:— 


BUTTERWORTH & CO. (CANADA) LIMITED 


1367 Danforth Avenue Toronto 6, Ontario 





IDP* 


* Integrated Data Processing is a modern automation method of 
mechanizing paperwork. By a single typing, paperwork can be inte- 
grated between locations through teletype. Thus, with IDP you 
can distribute data across the city or across the country through 
one simple operation and without “paperwork lag”’. 

Moreover, this time-saving method is based on today’s modern 
“mechanical languages”, so the punch tape shown here can ac- 
tuate many different types of business machines, increasing still 
further the usefulness of IDP. 

Consult Bell Telephone communications specialists on IDP and 
how data processing can be integrated between offices, factories 
and warehouses. With maintenance service as close as your local 
telephone office, Bell Teletype equipment is your dependable com- 

_ munications component of IDP systems. 


For the booklet “Bell Teletype’s Place In Your 
IDP Program’’, write or phone (collect) to: 


MONTREAL— 1060 University St.—Tel.: UN 6-3911 
—Ext. 2981 


TORONTO— 393 University Ave. —Tel.: EM 8-3911 
—Ext. 2155 








